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President  Soeharto's  Address  of  State, 
16  August  1983 


As  has  become  part  of  the  tradition  of  the  New  Order  in  Indonesia,  com- 
memorating Indonesia's  independence  the  President  delivered  a  state  address 
before  a  special  session  of  the  House  of  Representatives  on  the  eve  of  In- 
dependence Day,  August  16.  On  this  occasion  the  President  brought  forward 
the  problems  and  issues  currently  faced  by  the  state  and  the  nation,  and  the  ef- 
forts that  have  been  and  will  be  made  in  the  years  to  come  by  the  government 
to  deal  with  them,  particularly  those  related  to  national  development. 

Hence  the  Address  of  State  of  16  August  1983  was  not  merely  ceremonial, 
but  it  was  of  great  significance.  It  was  particularly  so  for  a  variety  of  reasons. 

Firstly,  it  was  President  Soeharto's  first  state  address  since  his  re-election 
in  March  1983  as  President  in  his  third  term  by  the  People's  Consultative 
Assembly. 

Secondly,  in  the  context  of  national  development,  the  address  was  de- 
livered near  the  end  of  the  third  Repelita  (Five  Year  Development  Plan)  and 
approaching  the  fourth,  which  will  start  on  1  April  1984. 

Thirdly,  approaching  the  fourth  Repelita,  Indonesia,  like  many  other 
countries  in  the  world,  has  to  face  the  world  economic  recession,  of  which  the 
future  is  still  difficult  to  predict. 

Entering  his  third  presidential  term,  the  President  apparently  felt  the  need 
for  the  institution  of  a  clean  and  authoritative  government  by  improving  the 
efficiency  of  the  state  apparatus  both,  civilian  and  military.  This  is  clear  from 
the  fact  that  the  matter  was  stipulated  as  the  second  of  the  five  points  of  the 
government's  programme  known  as  the  Five  Tasks  of  the  fourth  Development 
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Cabinet.  Hence  the  part  of  the  state  address  most  welcomed  by  the  people  in 
general  was  the  President's  firm  statement  on  the  continuation  of  intensive 
and  comprehensive  measures  against  irregularities  and  corruption. 

The  positive  reaction  to  the  government's  apparent  determination  to 
combat  corruption  for  the  realization  of  a  clean  and  authoritative  government 
was  due  to  the  fact  that  an  Anti-corruption  Law  has  been  in  force  since  1971, 
namely  Law  No.  3,  1971,  but  its  implementation  has  hardly  been  felt  in  so- 
ciety. At  the  same  time  development  efforts  keep  increasing  year  by  year,  from 
one  Repelita  to  the  next,  together  with  a  development  budget  which  also  keeps 
increasing.  This  will  certainly  call  for  a  more  rigid  supervision,  by  increasingly 
enhancing  the  supervisory  systems,  measures  and  apparatus,  from  the  central 
to  the  regional  levels. 

The  second  point  of  the  Five  Tasks  of  the  fourth  Development  Cabinet 
mentioned  in  the  state  address  is  considered  as  an  important  prerequisite  in 
facing  the  forthcoming  fourth  Repelita,  which  is  an  important  stage  of  na- 
tional development.  Compared  with  the  previous  Repelitas  embarked  upon 
since  1969,  the  coming  sixth  Repelita,  or  the  last  five-year  period  of  the  20th 
Century,  will  constitute  an  important  take-off  stage  of  national  development. 
Accordingly,  it  may  be  expected  that  entering  the  21st  Century  the  Indonesian 
people  will  have  reached  the  stage  of  development  with  self-sustaining  growth. 

This  means  that  the  periods  of  the  fourth  and  the  fifth  RepeHta  will  be 
those  of  the  preconditions  for  a  take-off  in  which  the  foundational  framework 
has  to  be  strengthened  during  the  fourth  Repelita  and  consolidated  in  the  fifth 
Repelita.  Hence  during  the  period  of  the  fourth  Repelita  the  realization  of  a 
balanced  economic  structure,  in  which  advanced  industry  would  be  supported 
by  strong  agriculture,  should  be  accelerated. 

The  development  is  still  focused  on  the  agricultural  and  industrial  sectors 
and  is  geared  toward  manufacturing  of  machineries  for  both  heavy  and  light 
industry.  In  order  to  realize  a  balanced  economic  structure,  efforts  should  be 
made  so  as  to  enable  the  sectors  of  industry  and  other  sectors  outside  that  of 
agriculture,  to  grow  faster  than  the  agricultural  sector.  This  will  serve  to  in- 
dicate that  during  the  periods  of  the  fourth  and  fifth  Repelitas  the  sectors  will 
be  strengthened  and  expanded  from  those  of  the  third  Repelita. 

One  of  the  noteworthy  points  mentioned  in  the  state  address  is  the 
President's  determination  to  place  a  special  emphasis  on  social  justice  in  the 
fourth  Repelita  so  as  to  improve  the  standard  of  living,  the  intellectual  life  and 
welfare  of  the  people  at  large  in  a  more  just  and  equitable  manner.  This  will 
particularly  be  carried  out  by  expanding  and  by  giving  in-depth  meaning  to  the 
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implementation  of  the  8  avenues  of  equitable  distribution,  which  has  been 
initiated  since  the  inception  of  the  third  Repelita,  particularly  by  stimulating 
an  increasingly  equal  distribution  of  iijcome  and  by  providing  more  job- op- 
portunities. In  the  context  of  an  increasing  industrial  expansion  the  activities 
of  small-scale  industries  and  handicrafts  will  also  be  intensified.  Furthermore, 
close  and  mutually  nursing  relationships  between  small-scale,  medium-scale, 
and  large-scale  industries  will  be  promoted. 

Those  are  to  be  the  main  characteristics  of  national  development  efforts  in 
the  period  ofthe  fourth  Repelita.  Efforts  will  be  made,  on  the  one  hand,  at  the 
realization  of  a  balanced  economic  structure,  and  on  the  other,  at  the  estab- 
hshment  of  social  justice  through  the  8  avenues  of  equitable  distribution  that 
has  been  attempted  since  the  third  Repehta. 

The  realization  of  the  balancea  economic  structure  is  projected  to  attain  an 
average  growth  rate  of  9.5  per  cent  a  year  for  the  industrial  sector  and  3  per 
cent  for  that  of  agriculture.  All  in  all  the  economic  growth  rate  during  Repelita 
IV  is  estimated  to  reach  the  average  of  5  per  cent  annually.  If  one  relates  the 
average  growth  rate  to  the  population  growth  rate  in  the  period  of  the  fourth 
Repelita,  during  which  efforts  will  be  made  to  arrest  the  population  growth 
rate  at  less  than  2  per  cent,  national  production  per  capita  will  increase  in  real 
terms  by  3  per  cent. 

In  terms  of  the  goals  to  be  attained  and  the  efforts  to  be  made  as  stated  in 
the  state  address,  the  forthcoming  Repehta  IV  seems  to  be  promising  enough. 
Nevertheless,  certain  circles  in  society  are  cautious  in  this  regard  on  account  of 
the  continuing  slowdown  of  the  world  economy  during  these  last  few  years,  the 
drop  of  oil  prices  and  the  diminution  of  the  world  oil  markets.  The  impact  of 
the  adverse  condition  on  national  development  can  be  clearly  noted  from  the 
figures  of  Indonesia's  economic  growth  rate.  If  in  1979  the  average  rate  of 
economic  growth  was  7.3  per  cent,  which  became  9.9  per  cent  in  1980,  in  1981 
it  decHned  to  7.9  per  cent  and  in  1982  it  drastically  decreased  to  only  2.25  per 
cent.  On  that  basis  many  consider  the  estimated  average  growth  rate  of  5  per 
cent  in  the  fourth  Repelita  to  be  a  little  too  optimistic.  Moreover,  the  first  year 
of  the  implementation  of  the  fourth  Repelita  (1984/85)  will  most  likely  be 
a  difficult  one  because  of  the  decline  of  agricultural  production  due  to  the  long 
drought  almost  throughout  Indonesia  in  1983. 

Those  conditions  have  indeed  been  taken  into  account  in  preparing  the 
fourth  Repelita  and  a  series  of  measures  have  been  considered.  Some  of  these 
measures  have  been  taken,  such  as  promoting  non-oil  export  commodities  in- 
cluding tourism,  innovation  of  the  tax  system,  stimulating  and  mobilizing  the 
savings  of  the  people,  renovating  the  credit  policy  aside  from  improving  super- 
vision and  taking  repressive  measures  against  corruption  as  mentioned  above. 
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However,  one  thing  is  obvious,  as  also  stated  by  the  President,  that  the 
forthcoming  years  will  be  difficult,  for  which  a  careful  and  well-considered 
planning  is  necessary,  including  a  series  of  mutually  supporting  measures.  For 
the  reaUzation  of  such  a  plan  the  government  together  with  the  people  has  to 
work  hard  and  honestly,  while  continuously  enhancing  national  discipline. 

Aside  from  matters  related  to  Repelita  IV,  which  constitute  a  substantial 
part  of  the  state  address  of  August  16,  1983,  another  important  issue  concerns 
the  state  ideology,  namely  Pancasila.  From  certain  parts  of  the  state  address, 
the  following  points  can  be  made: 

a.  In  the  period  of  the  fourth  Repelita,  the  1945  Generation  is  approaching 
the  end  of  its  "historical  task"  as  a  Generation  of  Liberators.  The  fourth 
Repelita  constitutes  a  decisive  period  that  will  decide  whether  the  1945 
Generation  will  have  succeeded  in  carrying  out  its  historical  task  with  re- 
sponsibility to  the  coming  generation  as  its  successor  in  continuing  its  task 
and  role  of  furthering  its  achievements  as  the  content  of  national  inde- 
pendence. 

b.  To  strengthen  the  foundational  framework  for  take-off  in  the  fourth  Re- 
pelita during  the  period  "Pancasila-dominated  atmosphere"  has  to  be 
created.  Further  efforts  for  the  perpetuation  and  socialisation  of  Pancasila 
should  be  made  so  as  to  prevent  a  repetition  of  the  compartmentalization 
of  ideology  in  society  as  was  experienced  in  the  past.  If  this  problem  cannot 
be  properly  solved,  it  will  mean  the  re-installation  of  a  time  bomb  that  will 
sooner  or  later  go  off. 

In  this  context,  one  of  the  issues  that  has  evoked  reactions  in  society  is  one 
of  the  decisions  in  the  Broad  Guidelines  of  State  Policy,  which  designates 
Pancasila  as  the  sole  ideological  basis  of  socio-political  forces  in  Indonesia, 
namely  the  Functional  Group  (Golkar),  the  United  Development  Party  (the 
Islamic  PPP)  and  the  Indonesian  Democratic  Party  (PDI).  By  and  large  the 
questions  that  have  been  raised  in  society  are  focused  on  two  issues:  first, 
whether  the  stipulation  would  not  lead  to  a  one-party  system,  and  second, 
whether  it  also  includes  social  organizations  in  general. 

The  answer  to  the  first  question  is  explicitly  spelled  out  in  the  state  address 
which  says  that  such  a  question  is  unfounded.  The  stipulation  on  Pancasila  as 
the  sole  ideological  basis  should  be  seen  in  the  light  of  completing  the  process 
of  renovation  in  political  life  since  the  birth  of  the  New  Order  so  as  to  ensure 
the  continuation  and  smooth  implementation  of  nation  building.  In  making 
that  decision  the  People's  Consultative  Assembly  has  definitely  no  intention  of 
adopting  a  one-party  system  in  Indonesia. 
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The  second  question,  however,  was  not  given  a  direct  answer.  But  from  the 
explanation  on  the  need  for  the  perpetuation  of  Pancasila  and  for  the  preven- 
tion of  the  recurring  compartmentalization  of  ideology  in  society  that  may 
serve  as  a  time  bomb,  one  can  draw  the  conclusion  that  the  principle  of  Pan- 
casila as  the  sole  ideological  basis  was  very  likely  to  be  intended  to  apply  also 
to  social  organizations.  The  specific  characteristics  of  each  organization  do 
not  lie  in  the  principle,  but  in  the  approach  and  emphasis  in  solving  the 
problems  of  development  by  the  organizations  in  line  with  their  respective 
fields  of  acitivity,  professions  and  functions. 

From  the  above  analysis  it  is  clear  that  the  President's  Address  of  State  on 
August  16,  1983  is  indeed  important  and  noteworthy.  Especially  in  the  face  of 
the  fourth  Repelita,  which  will  start  on  April  1,  1984,  the  address  has 
presented  a  clear  picture  of  the  efforts  to  be  made  and  steps  to  be  taken  and  the 
targets  to  be  achieved  within  the  forthcoming  five-year  period.  The  periods  of 
Repelita  IV  and  RepeUta  V  should  strengthen  and  consolidate  the  founda- 
tional framework  as  a  precondition  for  take-off  in  RepeUta  VI  by  the  end  of 
this  century. 


A.  Sudiharto  DJIWANDONO 


Refinery  Expansion  Project  in  Cilacap 


The  refinery  expansion  project  in  Cilacap  (on  the  southern  coast  of  Central 
Java)  was  completed  and  inaugurated  on  August  4,  1983.  This  refinery  de- 
velopment was  intended  to  reduce  Indonesia's  dependency  on  imported  fuel 
oil  and  lubricant  for  domestic  consumption,  aside  from  increasing  efficiency 
in  providing  fuel  oil  for  the  regions,  particularly  in  Java. 

With  the  completion  of  the  Cilacap  refinery  expansion,  its  refining  capa- 
city increases  to  300,000  barrels  a  day.  An  additional  intake  of  200,000  barrels 
a  day  is  obtained  from  Indonesia's  crude  oil  production,  of  which  160,000  bar- 
rels a  day  are  produced  by  Arjuna  oil  field  (on  the  northern  coast  of  West 
Java),  and  40,000  barrels  a  day  are  derived  from  Attaka  oil  field  (East 
Kalimantan).  Whereas  100,000  barrels  a  day  of  Arabian  Light  Crude,  a 
substantial  part  of  which  is  to  be  processed  to  become  Lube  Oil  Base,  are  still 
imported  from  Saudi  Arabia. 
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To  meet  its  domestic  fuel  oil  need,  until  recently  Indonesia  has  had  it  crude 
oil  processed  domestically  and  abroad  through  a  processing  deal.  The  rest  has 
been  imported  (especially  kerosene  and  automative  diesel  oil).  It  can  be  noted 
in  Table  2  that  during  the  period  of  1982/83  the  sale  of  fuel  oil  amounted  to 
159,088  thousand  barrels,  which  is  an  increase  of  39,200  thousand  barrels 
(33  per  cent)  compared  to  that  of  1978/79.  The  rise  of  domestic  fuel  oil  con- 
sumption has  also  stimulated  the  domestic  use  of  lube  oil,  which  amounted  to 
969  thousand  barrels  in  1982/83.  Compared  to  that  of  1978/79,  which  stood  at 
800  thousand  barrels,  there  is  an  increase  of  21  per  cent.  The  higher  the  con- 
sumption level,  the  more  crude  oil  has  to  be  refined.  However,  because  of  the 
Hmited  capacity  of  Indonesia's  oil  refineries,  the  additional  crude  oil  required 
has  to  be  processed  abroad  (the  largest  part  in  Singapore  and  the  rest  in  the 
Philippines).  It  can  be  noted  in  Table  1  that  the  amount  of  crude  oil  processed 
abroad  keeps  increasing.  In  1978/79  it  totalled  52.4  million  barrels  but  in 
1982/83  it  increased  to  93.1  million  barrels.  During  the  same  period,  the 
amount  of  crude  oil  refined  domestically  dropped  from  105.8  million  barrels 
to  90  million  barrels  (at  an  average  of  300,000  barrels  per  day).  With  the  com- 
pletion of  the  Cilacap  oil  refinery,  the  amount  of  crude  oil  to  be  refined  at 
domestic  refineries  will  increase  to  500,000  barrels  per  day.  Thus  the  increase 
may  substitute  for  a  substantial  part  of  the  oil-product  imports  on  the  basis  of 
both  processing-deal  and  imports. 

The  refinery  expansion  in  Cilacap,  which  costs  US$1  billion  (approxi- 
mately 1  trillion  rupiahs)  constitutes  one  of  the  three  refinery  expansions  to  be 
built  by  the  Indonesian  government.  The  two  other  refinery  expansions  are  the 
Balikpapan  refinery  (in  East  Kalimantan)  and  the  Dumai  (Riau)  hydrocracker 
projects,  which  are  projected  to  increase  their  refining  capacity  to  respectively 
260,000  barrels  and  185,000  barrels  per  day. 

Unlike  the  Cilacap  and  Balikpapan  refineries,  the  Dumai  hydrocracker 
plant  is  to  process  an  additional  85,000  barrels  a  day  of  LSWR  (low  sulphur 
waxy  residue)  which  has  been  sold  at  a  low  price  to  date.  The  processing  of 
LSWR  will  produce  particularly  kerosene  and  automative  diesel  oil,  aside 
from  cokes  which  will  be  used  for  the  Asahan  aluminium  smelters. 

When  both  refinery  expansion  projects  have  been  completed  by  the  end  of 
1983,  the  total  intake  of  Indonesia's  refinery  plants  will  have  reached  ap- 
proximately 800,000  barrels  per  day  (including  that  of  Plaju,  Sungai  Gerong, 
Sungai  Pakning,  Wonokromo,  Cepu  and  Pangkalan  Brandan  refineries). 

With  an  increase  of  refining  capacity  to  800,000  barrels  per  day,  it  is  most 
likely  that  Indonesia  will  be  able  to  meet  its  domestic  need  in  fuel  and  lube  oil, 
at  least  during  the  forthcoming  Pelita  IV  (the  fourth  Five- Year  Development 
Plan).  This  is  based  on  the  assumption  that  domestic  fuel  oil  consumption  in 
Pelita  IV  will  increase  by  12.6  per  cent  or  an  average  of  2.4  per  cent  annually. 
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This  is  a  much  lower  expectation  compared  with  that  of  the  1970s  (an  average 
of  14.5  per  cent  a  year),  when  domestic  fuel  oil  consumption  tended  to  de- 
crease, especially  during  the  final  years  of  Pelita  III.  It  may  be  assumed  that 
this  decline  is  caused  by  the  rise  of  domestic  fuel  oil  prices  in  early  1982  and 
1983  as  well  as  by  the  world  economic  recession.  In  addition,  other  supplies  of 
commercial  energy  such  as  that  of  the  Saguling  Electric  Hydropower  Plant, 
the  Kamojang  Thermopower  Plant  and  other  electrical  projects  are  expected 
to  reduce  fuel  oil  consumption  rate  from  78.3  per  cent  this  year  to  61 .7  per  cent 
by  the  end  of  Pelita  IV  (1989).  When  all  the  three  refinery  plants  are  put  into 
operation  in  early  1984,  domestic  fuel  oil  production  will  have  reached  ap- 
proximately 35.6  million  kilolitres  per  year.  On  the  other  hand,  domestic  fuel 
oil  consumption  will  stay  between  25-26  million  kilolitres  per  year,  so  that  there 
will  be  a  surplus  of  approximately  9-10  million  kilolitres  per  year.  Whether  the 
production  spillover  can  be  exported  still  remains  to  be  seen,  since  basically  the 
oil  refining  projects  are  built  to  meet  domestic  need. 


Table  1 

CRUDE  OIL  REFINERIES  (in  million  barrels) 


1978/79 

1979/80 

1980/81 

1981/82 

1982/83 

Domestic  Refinery  105.8 
Refinery  Abroad  52.4 

Total  152.8 

123.6 
71.4 

195.0 

126.2 
63.7 

189.9 

116.3 
74.7 

191.0 

90.0 
93.1 

183.1 

Source:    Appendix  of  the  Presidential  State  Address,  August  16,  1983, 

Table  2 

MARKETING  OF  DOMESTIC  OIL  MINING  PRODUCTS  (in  thousand  barrels) 

Kind  of 

Commodity/Product  1978/79 

1979/80 

1980/81 

1981/82 

1982/83 

Fuel  oil'  119,888 
Lube  oil  800 
Other  products  2,220 

130,372 
908 
2,334 

143,923 
923 
2,034 

159,073 
965 
2,804 

159,088 
969 
2,884 

Including  aviation  gasoline  and  bunker  oil. 
Source:    Appendix  of  the  Presidential  Address  of  State,  August  16,  1983. 


B.N.  Moch.  FADJARI 


Overview:  Indonesia's  Economy 
~  The  Next  Five  Years 


Ali  WARDHANA 


I  was  originally  asked  to  speak  to  this  conference  about  the  economic 
policy  stance  you  could  expect  to  see  the  Indonesian  government  follow  over 
the  next  few  years.  On  reflection,  the  specifics  of  such  a  topic  are  difficult,  as 
they  will  depend  greatly  on  the  type  of  world  environment  we  find  ourselves 
in.  Moreover,  I  believe  that  the  degree  of  success  our  poHcies  have  enjoyed 
thus  far  stems  from  3  underlying  factors  --  continuity  over  time  in  our  basic 
development  philosophy,  the  consistency  among  the  policies  being  followed  at 
any  point  in  time,  and  flexibility  in  dealing  with  major  external  shocks.  There- 
fore, although  mindful  of  Buckminister  Fuller's  warning  that  we  all  tend  to 
walk  backwards  into  the  future,  nevertheless  in  addressing  the  topic  of  "where 
we're  going,"  I  am  going  to  tell  you  something  about  "where  we've  been."  In 
doing  so,  I  am  going  to  be  somewhat  selective  --  this  will  not  only  spare  you 
from  listening  to  a  detailed  history  of  the  16  years  of  our  economic  policies,  it 
will  also  allow  me  not  to  make  mention  of  everything  that  went  wrong  as  well 
as  everything  that  went  right. 

If  during  the  course  of  my  intervention  I  try  to  emphasize  the  essential  con- 
tinuity in  our  basic  objectives  and  directions,  it  is  not  because  there  is  any  in- 
herent virtue  in  stubborn  adherence  to  a  major  line  of  action,  whatever  it  may 
be.  I  emphasize  it  because  we  believe  the  goals  we  have  chosen  to  strive  for  are 
the  right  ones  for  Indonesia  and  that  therefore  we  will  not  abandon  them  in 
panic  simply  because  external  circumstances  have  changed  in  ways  which  make 
their  achievement  more  difficult.  We  are  at  the  same  time  prepared  to  alter  the 
specifics  and  the  details  of  policies  and  programs  when  changed  circumstances 

Background  paper  for  a  Conference  on  Indonesia,  Medford,  Massachusetts,  6-8  October  1983, 
sponsored  by  The  Fletcher  School  of  Law  and  Diplomacy  of  Tufts  University,  Medford,  MA; 
CSIS,  Jakarta;  The  Asia  Society,  New  York.  Prof.  Ali  Wardhana  is  Coordinating  Minister  for  the 
Economy,  Finance,  Industry  and  Development  Supervision. 
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and  what  we  have  learned  from  experience  suggest  the  desirability  of  such 
alteration. 

I  would  like  to  focus  now  on  six  major  policy  areas. 

1.  Development  of  an  industrial  base  built  on  our  comparative  advantage  in 
natural  resources  and  abundant  labour; 

2.  Equal  priority  to  development  of  the  rural  sector  with  emphasis  on  food 
production  and  rural  employment  and  income; 

3.  Attention  to  the  role  of  relative  prices  in  allocating  resources  within  the 
economy  and  gradual  elimination  of  most  subsidies; 

4.  Financial  stability  and  general  price  stability. 

5.  Maintenance  of  an  open  economy  and  a  free  foreign  exchange  system; 

6.  External  debt  management. 

Before  I  begin,  a  brief  overview  of  our  policy  goals  may  be  useful. 
Throughout  our  three  Five- Year  Development  Plans,  or  Repelitas  since  1969, 
the  government  has  had  the  same  three  development  objectives,  although  the 
order  of  priority  has  changed  as  the  problems  and  circumstances  of  the  coun- 
try have  evolved.  In  Repelita  I  and  II  the  objectives,  in  order  of  priority,  were 
national  stability,  economic  growth,  and  equitable  distribution.  In  Repelita  III 
the  order  of  the  objectives  became  equitable  distribution,  economic  growth, 
and  national  stability. 


DEVELOPMENT  OF  AN  INDUSTRIAL  BASE  BUILT  ON  OUR  COM- 
PARATIVE ADVANTAGES  IN  NATURAL  RESOURCES  AND  ABUN- 
DANT LABOUR 

Indonesia  is  a  country  richly  endowed  with  natural  resources  ~  agricul- 
tural, forestry,  marine,  hydrocarbon  and  other  minerals.  In  addition  we  have 
a  large  labour  force,  and  although  much  of  it  is  unskilled,  nevertheless  it  offers 
the  basis  for  development  of  large-scale,  cost-competitive  manufacturing.  Our 
resource  endowment  has  presented  us  with  a  particular  challenge  and  has  re- 
quired a  careful  mix  and  balancing  of  policies.  The  development  of  our  natural 
resource  base  beyond  the  primary-exporting  stage  in  many  instances  requires 
large-scale  capital-intensive  investment,  yet  the  size  and  growth  rate  of  the 
population  necessitates  investment  that  can  absorb  large  numbers  of  new 
labour  force  participants  each  year.  Striking  the  right  balance  in  investment 
and  industrial  policy  has,  in  the  end,  depended  on  the  availability  of  capital. 
But  it  is  this  latter  point  that  has  been  particularly  hard  to  predict.  The  large 
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discrete  movements  in  the  international  price  of  oil  during  the  history  of  our 
government  have  resulted  in  the  availability  of  capital  to  Indonesia  oscillating 
unpredictably  from  scarcity  to  abundance  and  back  to  scarcity  -  not  once  but 
twice  over  the  past  16  years.  Moreover,  the  scale  required  for  resource  invest- 
ment to  be  efficient  usually  necessitates  a  long  lead-time  between  the  time 
when  the  project  is  begun  and  when  it  becomes  productive,  thus  redoubling  the 
difficulties  inherent  in  economic  planning.  If  I  hesitate  to  try  to  be  specific  in 
telling  you  where  our  policies  are  going  in  the  coming  years,  it  is  with  the 
history  of  these  planning  difficulties  in  mind. 

Our  First  Five-Year  Development  Plan  (1969/70-1973/74)  aimed  at  and 
achieved  a  considerable  stabilization  and  rehabilitation  of  the  economy,  and  in 
so  doing,  laid  the  foundation  for  further  development.  The  main  areas  of 
growth  were  in  those  sectors  accorded  priority  and  official  encouragement,  in- 
cluding rice,  textiles,  oil  and  timber. 

With  the  second  plan.  (1974/75-1978/79),  although  our  financial  and  ad- 
ministrative resources  at  the  beginning  of  the  period  were  still  limited,  the 
Government  sought  to  accelerate  the  momentum  of  growth  but  also  to  ensure, 
through  employment  and  allocation  poHcies,  a  broad  sharing  of  the  benefits 
of  growth  across  society.  With  a  view  to  expanding  employment,  the  promo- 
tion of  labour-intensive  industries,  including  small-scale  industries,  received 
special  attention.  Industrial  pohcies  were  aimed  specifically  at  promotion  of 
industries  that  process  raw  materials.  A  notable  example  was  the  manufacture 
of  plywood  which  was  further  supported  by  a  tightening  of  controls  on  forest 
management  and  expanding  forestation  and  rehabilitation  programs.  De- 
velopment efforts  in  the  mining  sector  aimed  at  expanding  oil  production  and 
exploiting  natural  gas  resources;  investment  in  the  original  Arun  and  Badak 
LNG  facilities  was  completed  during  this  period.  There  was  also  substantial  in- 
vestment in  petro-chemical  fertilizer  plants  and  in  cement  plants.  Efforts  were 
begun  to  process  domestically  other  mineral  products  such  as  bauxite.  The 
rehabiUtation  and  expansion  of  infrastructure  was  continued  during  the  plan 
period;  in  particular  the  expansion  of  communication  facilities  in  isolated 
regions. 

With  the  second  major  increase  in  oil  export  prices  in  1979  and  1980,  the 
prospect  of  the  reemergence  of  a  serious  capital  constraint  again  became  more 
remote.  The  increase  in  our  international  reserves,  which  the  oil  price  rise 
allowed,  and  the  perception  that  the  high  level  of  oil  earnings  would  continue 
indefinitely,  suggested  that  a  bolder  industrial  strategy  was  possible.  Therefore 
we  embarked  on  what,  in  retrospect,  was  a  somewhat  ambitious  pubUc  invest- 
ment program,  although  it  was  a  sensible  strategy  given  the  prognosis  at  the 
time  for  the  world  economy.  The  program  included  major  investment  in 
petroleum  refining  and  petrochemicals,  and  in  production  of  LNG,  coal  and 
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aluminum.  It  also  included  substantial  additions  to  the  economy's  infrastruc- 
ture, notably  in  transport  and  electric  power,  as  well  as  agricultural  develop- 
ment projects,  and  in  social  infrastructure.  Backed  with  tlhis  infrastructural  in- 
vestment, as  well  as  the  November  1978  devaluation,  development  of  more 
labour-intensive  lighter  manufacturing  industry  was  largely  left  to  the  private 
sector. 

The  impact  of  three  years  of  global  recession  on  Indonesia's  non-oil  ex- 
ports and  finally  on  our  oil  exports  has  been  well  documented  in  the  back- 
ground paper  prepared  for  this  conference  by  David  Dapice.^  As  a  result  of  the 
reduced  export  earnings,  by  early  1983  the  capital  and  foreign  exchange  con- 
straints we  faced  were  such  that  it  was  necessary  to  rethink  our  immediate  in- 
vestment priorities. 

The  Government  therefore  undertook  a  comprehensive  reassessment  of 
the  public  investment  program  in  April  of  this  year.  Under  the  revised  pro- 
gram, high  priority  continues  to  be  attached  to  projects  that  create  employ- 
ment, support  agricultural  development,  especially  for  food  production  and 
promote  human  resource  development  through  the  expansion  of  social  ser- 
vices. The  expansion  of  the  infrastructural  base,  especially  in  support  of  the 
above  objectives  and  for  export  development,  is  also  accorded  continued  high 
priority.  Within  this  overall  framework,  however,  it  was  necessary  to  reduce 
capital  goods  imports  by  postponing  a  number  of  major  industrial  and  other 
projects  that  have  a  high  foreign  exchange  content.  The  impact  of  this  re- 
phasing  on  import  expenditure  over  the  next  few  years  will  be  substantial.  At 
the  same  time,  it  is  planned  that  rupiah  savings  will  be  switched  to  activities 
with  a  high  impact  on  domestic  employment. 

Over  time,  our  industrial  policy  has  taken  on  an  increasingly  complex  set  of 
social  and  economic  objectives,  including  regional  dispersion,  promotion  of 
industries  which  support  or  complement  the  agricultural  sector,  utilization  of 
domestic  raw  materials,  "orderly"  industriahzation,  the  prevention  of  excess 
capacity,  and  the  stimulation  of  indigenous  entrepreneurship.  This  has, 
perhaps  inevitably,  resulted  in  an  equally  complex  set  of  public  sector  actions 
and  regulations.  It  has  been  apparent  for  some  time,  that  in  order  for  the 
private  sector  to  play  its  assigned  role  in  Indonesia's  future  development,  a 
substantial  simplification  of  government  regulations  is  required.  Therefore, 
this  past  summer  the  government  launched  a  major  attempt  at  streamlining 
bureaucrative  procedures  and  minimizing  redtape.  To  be  honest,  this  is  not  an 
easy  task.  But  we  are  committed  to  making  substantial  progress,  as  we  view 
progress  in  this  area  to  be  essential  in  creating  the  kind  of  environment  neces- 
sary to  support  the  expanded  role  we  see  for  the  private  sector  in  the  coming 
years. 

'See  below,  pp.  39-  53 
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EQUAL  PRIORITY  TO  THE  DEVELOPMENT  OF  THE  RURAL  SECTOR,  WITH 
EMPHASIS  ON  FOOD  PRODUCTION  AND  ON  RURAL  EMPLOYMENT  AND 
INCOME 

With  the  sharp  increase  in  the  petroleum  sector's  terms  of  trade  and  the 
strong  real  growth  in  other  industry  and  in  the  construction,  transportation 
and  other  services,  the  share  of  agriculture  in  GDP  (measured  at  current 
market  prices)  has  decHned  from  about  50  per  cent  of  total  output  in  1966  to 
25  per  cent  in  1982. 

Nevertheless,  the  rural  sector  has  continued  to  be  accorded  high  priority  in 
our  development  strategy,  reflecting  two  overwhelming  economic  reahties: 
the  need  to  feed  a  population  of  150  million  that  is  still  expanding  at  over  2  per 
cent  per  year;  and  the  fact  that,  as  of  1979,  an  estimated  60  per  cent  of  the 
labour  force  was  engaged  in  agriculture  while  some  75  per  cent  of  the  popula- 
tion was  directly  dependent  on  the  agricultural  sector.  These  reahties  have 
meant  that  neither  growth,  nor  equity,  nor  stability  would  be  possible  in  the 
long-run  if  the  development  effort  turned  its  back  on  the  rural  sector.  The  ex- 
periences of  other  countries,  with  resource  endowments  similar  to  our  own, 
have  borne  this  out. 

Over  the  period  from  1971  to  1982,  Indonesian  agricultural  output  grew  at 
an  average  annual  rate  of  3.7  per  cent.  Excluding  forestry  and  fisheries,  where 
output  in  recent  years  has  been  constrained  by  the  government's  policies  to 
prevent  excessive  exploitation  and  to  encourage  domestic  processing,  agri- 
cultural output  grew  at  an  average  rate  of  4.3  per  cent.  This  growth  has  been 
largely  made  possible  by  the  tremendous  success  of  our  rice  intensification 
program.  The  program  has  been  based  on  dissemination  of  high-yielding 
varieties  of  rice,  a  comprehensive  package  of  fertilizer  and  insecticide  inputs, 
and  access  to  credit  and  extension  services.  Were  it  not  for  the  poor  rains 
during  the  last  growing  season,  our  goal  of  self  sufficiency  in  rice  output 
would  have  been  approximately  met.  I  think  that  the  role  of  relative  price 
policy  in  this  success  deserves  particular  attention  and  I  would  like  to  return  to 
this  point  later. 

Continued  strong  growth  of  the  agricultural  sector,  even  at  4  per  cent 
which  is  somewhat  above  the  rate  foreseen  in  Repelita  IV,  clearly  is  not  going 
to  solve  the  rural  sector's  employment  problems.  The  unemployment  and 
underemployment  in  the  rural  sector  are  such  that  it  will  require  labour- 
intensive  industrial  growth  to  make  substantial  inroads.  Nevertheless,  suffi- 
ciently strong  growth  in  agricultural  output  and  incomes,  so  as  to  allow  a 
reduction  in  rural  poverty  and  not  encourage  migration  to  urban  areas,  has 
been,  and  will  continue  to  be,  a  crucial  factor  in  the  success  of  Indonesia's 
development. 
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I  should  add  that  investment  and  current  production  in  this  sector  has  the 
added  advantage  that  it  is  labour  rather  than  import  intensive,  a  characteristic 
important  in  a  period  when  foreign  exchange  resources  are  Hkely  to  be  less 
abundant  than  in  some  recent  years. 


ATTENTION  TO  THE  ROLE  OF  RELATIVE  PRICES  IN  ALLOCATING  RE- 
SOURCES WITHIN  THE  ECONOMY  AND  THE  GRADUAL  ELIMINATION  OF 
MOST  SUBSIDIES 

The  avoidance  of  major  price  distortions,  and  the  waste  of  resources  that 
usually  accompanies  them,  has  been  an  important,  and  underappreciated 
element  facilitating  growth  in  Indonesia  over  the  past  decade.  The  govern- 
ment is  involved  in  establishing  the  usual  range  of  public  utility  fares  and  it 
does  intervene  in  the  pricing  of  some  commodities,  notably  domestic  petro- 
leum products  and,  the  domestic  food  grain  prices.  (The  latter  is  done  by 
Bulog,  a  government  agency  responsible  for  food  price  stabilization.)  The 
government  also  has  at  times  issued  price  guidelines  for  certain  strategic  pro- 
ducts such  as  cement  and  steel.  However,  especially  in  recent  years,  this  in- 
tervention has  generally  been  aimed  at  short-run  stabilization  and  has  not  for 
the  most  part  resulted  in  prices  deviating  substantially  or  for  long-time  periods 
from  world  market  prices. 

Food  subsidies  have  emerged  at  times  over  the  years,  as  the  government 
has  covered  periodic  deficits  in  Bulog's  operations  resulting  from  rising  food 
grain  import  prices  and  a  lag  in  adjusting  the  domestic  retail  prices.  But  the 
general  policy  has  been  gradually  to  increase  domestic  prices  to  reflect  the 
world  market  cost.  Thus  by  1977/1978  the  food  subsidy  was  reduced  to  zero 
and  although  there  were  again  small  food  subsidies  from  1978/79  to  1981/82, 
these  subsidies  were  eliminated  in  1982/83,  and  are  expected  to  remain  neg- 
ligible this  year. 

Containing  petroleum  subsidies  has  been  a  more  difficult  and  protracted 
process.  Throughout  the  1970s,  it  had  generally  been  the  government's  policy 
to  keep  petroleum  prices  at  affordable  levels,  particularly  for  kerosene,  which 
is  used  extensively  by  households,  and  diesel  fuel  and  heavy  fuel  oil  because 
of  their  importance  as  industrial  inputs. 

Reflecting  this  pricing  policy  and  the  strong  growth  in  the  economy, 
domestic  consumption  of  petroleum  grew  at  an  average  annual  rate  of  14  per 
cent  during  1974-1978.  With  the  second  major  rise  in  oil  export  prices  in  1979, 
a  substantial  subsidy  on  domestic  petroleum  products  emerged.  In  spite  of  a 
40  per  cent  rise  in  domestic  petroleum  prices  in  March  1979,  the  combination 
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of  the  rise  in  oil  export  prices  and  the  1978  devaluation  resulted  in  an  increase 
of  petroleum  subsidies  in  the  budget  from  3  per  cent  of  routine  expenditures  in 
4977/78  to  13  per  cent  in  1979/80.  The  growth  of  domestic  consumption 
slowed  somewhat  to  11  per  cent  during  1979-1981,  but  domestic  consumption 
in  1981,  at  156  million  barrels,  still  accounted  for  27  per  cent  of  total  domestic 
crude  oil  production. 

With  the  sharp  rise  in  budgetary  revenues  which  accompanied  the  second 
oil  boom,  this  magnitude  of  subsidy  was,  at  least  in  the  short-run,  affordable, 
even  if  it  was  not  desirable  in  terms  of  resource  allocation.  It  was  not,  how- 
ever, a  sustainable  medium-term  situation  even  from  a  budgetary  point  of 
view,  as  became  clear  with  the  further  doubling  in  the  absolute  amount  of  the 
subsidy  in  1980/81  to  a  level  equivalent  to  18  per  cent  of  routine  expenditure. 
Moreover  this  occurred  in  spite  of  a  further  50  per  cent  rise  in  domestic  petro- 
leum prices  in  May  of  1980.  The  original  1981/82  budget  saw  a  further  rise  in 
the  subsidy  to  20  per  cent  of  routine  expenditure. 

In  order  both  to  reduce  the  budgetary  subsidy  and  to  curtail  growth  of  con- 
sumption so  as  to  increase  the  exportable  oil  surplus,  the  government  an- 
nounced further  upward  adjustments  in  petroleum  prices  in  January  of  1982 
(by  60  per  cent)  and  again  in  January  of  1983  (by  an  additional  50  per  cent). 
The  most  recent  increases  already  appear  to  have  had  a  substantial  effect  on 
slowing  growth  in  domestic  petroleum  consumption  even  with  due  allowance 
for  the  slower  overall  growth  in  the  economy.  Petroleum  consumption  rose  by 
only  6  per  cent  in  1982  and  declined  by  2  per  cent  during  the  first  half  of  1983. 
With  the  augmenting  impact  of  the  March  30  devaluation,  the  petroleum  sub- 
sidy is  estimated  still  to  amount  14  per  cent  of  routine  expenditure  this  year. 
However,  the  government  has  made  public  its  intention  to  gradually  reduce 
the  subsidy  over  the  next  few  years. 

I  promised  earlier  that  I  would  come  back  to  the  question  of  the  subsidies 
on  fertilizer  and  insecticides  and  the  role  we  believe  they  have  played  in  the 
growth  of  food  crop  production.  While  it  is  generally  true  that  subsidies  cause 
distortions  in  resource  allocation  and  social  efficiency  losses,  there  are  special 
instances  where  judicious  use  of  subsidies  through  administered  relative  prices 
may  actually  result  in  a  reduction  of  distortions  in  the  economy  and  thus  yield 
net  economic  benefits  to  society  as  a  whole.  I  believe  this  has  been  the  case 
with  the  whole  package  of  inputs  that  underlies  our  rice  intensification  effort, 
and  it  is  most  readily  measurable  in  the  fertilizer  subsidy. 

Governments  expenditure  on  fertilizer  subsidies  has  increased  substan- 
tially over  the  past  few  years  to  the  equivalent  of  6  per  cent  of  routine  expen- 
ditures in  1982/83,  as  the  domestic  price  has  been  increased  substantially  less 
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than  the  rise  in  import  prices.  At  the  same  time,  rice  prices  generally  have 
been  increased  in  line  with  world  market  prices,  with  the  result  that  the 
domestic  relative  rice/fertilizer  price  ratio  more  than  tripled  between  1968  and 
1982.  Even  with  the  29  per  cent  increase  in  the  price  of  fertilizer  effective  in 
January  of  this  year,  the  relative  rice/fertilizer  price  is  still  2.8  times  higher  than 
in  1968. 

Recent  work  by  Peter  Timmer  to  analyze  the  factors  responsible  for  the 
5  per  cent  annual  increase  in  Indonesian  rice  production  from  1968  to  1982 
suggest  that  this  improved  relative  price  incentive  was  responsible  for  roughly 
2  percentage  points  of  the  increase  in  output,  while  factors  such  as  the  trend 
increase  in  fertihzer  use,  new  high-yielding  seed  varieties,  improved  irrigation, 
and  improved  farmer  knowledge  contributed  the  other  3  percentage  points. 
Moreover,  his  findings  suggest  that  even  at  today's  increased  levels  of  fer- 
tilizer input,  the  social  benefit/cost  ratio  to  the  fertilizer  subsidy  is  2.8  to  1. 
That  is,  for  every  rupiah  spent  on  fertilizer  subsidies,  the  return  in  terms  of  the 
value  of  increased  rice  output  is  2.8.  The  reasons  why  farmers  do  not  in 
their  own  self  interest  use  these  levels  of  fertilizer  even  without  a  subsidy  are 
believed  to  be  due  to  the  inherent  problems  involved  in  introducing  a  new 
technology  combined  with  a  natural  tendency  toward  risk  aversion. 


FINANCIAL  STABILITY  AND  GENERAL  PRICE  STABILITY 

Restoration  of  financial  stability  was  a  primary  goal  of  the  New  Order 
when  it  took  over  in  1966  and  maintenance  of  that  stability  has  been  a  con- 
tinuing priority.  Stability  is  a  necessary  base;  without  it,  the  country's  goals  of 
growth  and  equity  would  not  have  been  achievable. 

Moreover,  I  believe  the  government  has  repeatedly  demonstrated  its  ability 
to  control  inflation  in  difficult  circumstances,  beginning  with  the  reduction  in 
inflation  from  640  per  cent  in  1966  to  10  per  cent  in  1969  and  3  per  cent  in 
1971.^  The  disruptive  influence  of  two  oil  booms  can  be  seen  in  the  rise  of  in- 
flation to  30  per  cent  in  1973  and  40  per  cent  in  1974.  However,  the  rate  was 
brought  back  to  20  per  cent  in  1975  and  1976  and  to  an  average  of  10  per  cent 
in  1977  and  1978.  Then  with  the  1978  devaluation  followed  by  the  second  oil 
boom,  inflation  jumped  to  around  20  per  cent  in  1979  and  1980,  but  was  again 
brought  back  to  12  per  cent  in  1981  and  10  per  cent  in  1982.  Inflation  will  be 
higher  in  1983  because  of  the  devaluation  but  even  so,  probably  will  not  exceed 
15  per  cent. 


^Based  on  Jakarta  CPI. 
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The  success  in  controlling  inflation  has  been  the  result  of  generally  conser- 
vative fiscal  and  monetary  policy  (although  these  have  been  aided  during  cer- 
tain periods  by  a  relatively  fixed  exchange  rate  and  the  openness  of  our  foreign 
exchange  system). 

Our  budgetary  policy  has  been  "dynamically  balanced,"  meaning  bal- 
anced over  the  medium-term.  While  poHcy  doesn't  allow  the  budget  to  be  a 
major  anticyclical  instrument,  in  practice  there  is  some  flexibility.  Expenditure 
policy  has  been  .used  flexibly  so  as  to  dampen  the  large  swings  in  the  coun- 
try's and  the  government's  external  earnings.  Thus  while  the  administrative 
budget  must  be  balanced  each  year,  actual  cash  expenditures  have,  during 
periods  of  rapidly  rising  oil  revenues,  been  somewhat  less  than  budgeted, 
allowing  the  government  to  run  an  overall  surplus  on  a  cash  basis.  This  was 
particularly  true  in  1976/77  and  1977/78,  and  again  in  1979/80  and  1980/81. 

In  addition  to  its  role  in  stabilization  policy,  budgetary  expenditure  has 
also  played  an  important  role  in  policies  for  growth  and  equity.  Examples  in- 
clude the  Inpres  program,  which  channels  funds  to  local  governments,  and  the 
entire  development  portion  of  the  budget,  where  expenditures  range  from  sub- 
sidies on  fertilizer  to  major  pubHc  sector  investment  projects. 

For  much  of  the  past  decade,  Indonesia  has  been  able  to  utilize  fiscal  re- 
sources generated  by  our  oil  sector  to  finance  much  of  the  growth  in  public  sec- 
tor spending  for  development.  But  given  the  inevitable  uncertainties  in  the 
world  oil  market,  it  has  been  clear  that  we  cannot  continue  to  rely  nearly  so 
heavily  upon  growth  in  oil  sector  revenues.  Non-oil  taxes  will  have  to  provide  a 
growing  share  of  public  sector  revenues  required  for  finance  of  pubHc  sector 
activities  planned  for  Repelita  IV.  In  recent  years,  non-oil  taxes  have 
amounted  to  little  more  than  6  per  cent  of  GDP,  or  just  about  8  per  cent  of 
GDP  outside  of  the  oil  sector.  Our  non-oil  tax  effort  has  been  well  below  that 
for  other,  middle-income  developing  countries  in  general,  including  all  other 
middle-income  oil  exporters  except  Nigeria.  Indeed,  the  share  of  government 
revenues  in  GDP  in  thirty-four  low-income  oil-importing  economies  in  1980 
was  almost  17  per  cent,  or  about  twice  as  high  as  for  Indonesia,  while  in  nine- 
teen developed  countries  central  government  revenues  averaged  about  35  per 
cent  of  GDP.  While  there  is  no  reason  why  Indonesia  should  attempt  to  match 
the  tax  effort  of  any  other  developing  or  developed  country,  it  is  clear  that 
non-inflationary  finance  of  Repelita  IV  may  well  require  the  level  of  non-oil 
taxes  to  rise  to  at  least  12  per  cent  of  non-oil  GDP,  or  perhaps  10  per  cent  of 
total  GDP,  before  the  end  of  the  plan.  With  non-oil  taxes  at  12  per  cent  of 
GDP  by  1989-1990,  Indonesia's  tax  effort  would  be  close  to  that  of  Thailand, 
Pakistan  and  India  in  1979  but  still  well  below  low-income  developing  coun- 
tries in  general. 
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Therefore  two  years  ago  we  began  a  comprehensive  tax  reform  study,  and 
recommendations  for  a  major  reform  of  the  tax  system  will  be  presented  to 
Parliament  this  autumn.  The  reform  not  only  aims  at  changing  the  structure  of 
non-oil  taxes  and  increasing  revenue.  Equally  important  are  its  goals  of 
simplicity  and  certainty  and  equity  in  taxation.  To  achieve  these  goals,  tax 
collection  procedures  will  be  greatly  simplified,  including  realistic  provisions 
for  filing  returns,  for  levying  fines  and  penalties,  and  for  taxpayer  redress  of 
grievances. 

The  primary  goal  of  monetary  policy  throughout  the  post  1966  period  has 
been  to  ensure  financial  stability.  Monetary  restraint  played  a  major  role  in  the 
dramatic  reduction  in  inflation  in  the  late  1960s  and  again  after  the  two  oil 
booms  in  the  1970s. 

From  early  1974  to  June  1  of  this  year,  the  major  tool  of  monetary  policy 
was  administered  credit  ceilings.  Although  from  1969  to  1973,  more  indirect 
monetary  control  mechanisms  had  been  used  (in  particular,  reserve  require- 
ments), the  difficulties  in  managing  the  large  increases  in  domestic  liquidity 
that  resulted  from  the  balance  of  payments  surpluses  in  the  mid-1970s  led  us 
back  to  a  system  of  direct  credit  ceilings.  In  addition,  that  system  included  ad- 
ministered interest  rates  for  the  state  banks,  and  access  to  subsidized  liquidity 
(or  rediscount)  credits  at  Bank  Indonesia  for  a  broad  range  of  priority  sectors. 
The  implicit  subsidies  in  this  system,  as  well  as  interest  rate  subsidies  on  the 
longer  maturities  of  deposits  at  state  banks,  served  to  redistribute  throughout 
the  economy  some  of  the  benefits  from  the  oil  revenues.  However,  given  the 
increased  constraint  on  external  resources  which  the  country  now  faces,  and 
the  need  to  mobilize  domestic  savings  and  assure  its  efficient  use,  a  substantial 
change  in  the  tools  of  monetary  policy  was  announced  on  June  1  of  this  year. 
Credit  ceilings  were  abolished,  as  were  most  restrictions  on  state  bank  interest 
rates.  Access  to  liquidity  credits  was  also  substantially  reduced,  although  a 
number  of  high  priority  loan  categories  still  remain  eligible  for  subsidized 
credit  because  of  social  equity  considerations.  Monetary  management  will 
henceforth  rely  on  the  traditional  instruments  of  reserve  ratios  and  rediscount 
policy. 

The  immediate  market  response  to  these  changes  has  been  positive,  par- 
ticularly as  regards  increases  in  rupiah  time  and  savings  deposits  in  response  to 
the  higher  interest  rates  now  available  at  state  banks.  After  June  1,  the  typical 
six  months  deposit  rate  quickly  rose  to  around  17  per  cent,  with  similar  in- 
creases on  other  maturities.  In  response,  rupiah  time  and  savings  deposits  at 
the  state  banks  increased  by  an  incredible  40  per  cent  in  the  following  8  week 
period.  Some  of  this  was  clearly  a  shift  away  from  private  banks,  but  not  all  of 
it,  as  time  and  savings  deposits  in  the  banking  system  as  a  whole  increased  by 
18  per  cent  during  the  two  months. 
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The  aggregate  impact  of  the  fiscal  and  monetary  poHcies  in  managing  the 
oil  revenues  can  be  seen  in  the  country's  savings/investment  balance.  Gross 
national  savings  rose  from  an  average  of  14  per  cent  of  GNP  in  1971-1973  to 
25  per  cent  from  1979  to  1980,  reflecting  the  large  savings  from  oil  incomes. 
This  permitted  investment  as  a  share  of  GNP  to  rise  from  18  per  cent  at  the 
beginning  of  the  1970s  to  22  per  cent  in  1979  and  1980  without  straining  the 
country's  balance  of  payments  of  external  debt  situation. 

With  the  worsening  terms  of  trade  in  the  last  two  years,  savings  is  estimated 
to  have  declined  to  22  per  cent  of  GNP  in  1981  and  17  per  cent  in  1982,  in- 
cluding lower  savings  ratios  in  both  public  and  private  sectors.  Meanwhile  in- 
vestment as  a  share  of  GNP  continued  to  rise  to  over  23  per  cent  each  year, 
thus  putting  pressure  on  the  balance  of  payments.  The  government  has  at- 
tempted to  minimize  the  decline  in  public  sector  savings  over  the  past  two  years 
through  a  freeze  on  civil  servants'  salaries,  curtailing  expenditure  on  materials, 
and  reducing  subsidies.  However,  major  improvement  in  the  public  sector 
savings  ratio  will  depend  on  successful  implementation  of  the  tax  reform  now 
being  prepared.  At  the  same  time,  the  June  1  monetary  reform  measures  are 
aimed  at  mobilizing  private  savings  as  well  as  assuring  its  more  efficient 
utilization. 


MAINTENANCE  OF  AN  OPEN  ECONOMY  AND  A  FREE  FOREIGN  EX- 
CHANGE SYSTEM 

The  principles  of  an  open  economy  and  a  free  foreign  exchange  system 
have  been  basic  tenets  of  the  government's  development  philosophy.  The  two 
are,  of  course,  inextricably  linked,  as  high  protective  barriers  on  imports  are 
often  used  to  compensate  for  an  over-valued  exchange  rate  supported  by  ex- 
change controls.  With  the  recent  devaluation  of  the  rupiah,  a  high  degree  of 
protection  should  be  unnecessary.  The  average  trade-weighted  level  of  import 
tariffs  in  Indonesia  (measured  on  a  CIF  basis)  is  15  per  cent.  This  is  not  par- 
ticularly high  by  developing  country  standards.  Moreover,  taking  account  of 
tax  holidays,  the  average  realized  rate  is  closer  to  5  per  cent.  However,  it  must 
be  added  that  there  are  a  number  of  products  that  are  subject  to  quantitative 
restriction  or  limited  to  specially  licensed  importers.  The  current  domestic 
recession  has  inevitably  increased  pressures  for  such  restrictions;  this  is  not  a 
phenomenon  unique  to  Indonesia.  That  the  increased  protectionist  pressures 
are  a  relatively  more  recent  phenomenon  in  Indonesia  reflects  the  fact  that  the 
world-wide  recession  was  rather  late  in  reaching  us.  In  spite  of  those  pressures, 
it  is  not  our  policy  for  the  country  to  waste  its  scarce  resources  in  developing 
industries  that  are  not  competitive  on  world  markets.  A  major  aim  of  the 
June  1  freeing  of  state  bank  interest  rates  was  to  assure  that  domestic  savings 
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are  allocated  to  those  investment  projects  that  are  the  most  productive  for  the 
country.  Excessive  protection  would  create  artificial  profitability  for  the  pro- 
tected industries  and  thus  would  undermine  that  objective.  In  the  same  vein, 
our  policy  of  limiting  our  external  borrowing,  whether  public  or  private  sector, 
to  levels  which  are  sustainable  in  the  medium-term,  would  be  compromised 
if  domestic  industry  is  shielded  from  foreign  competition  and  thus  is  en- 
couraged to  undertake  activity  and  borrow  amounts  abroad  which  the 
economy  as  a  whole  will  not  earn  sufficient  foreign  exchange  to  repay.  There- 
fore continuity  and  consistency  in  policy  mandate  that  protectionism  be  con- 
tained. As  regards  exchange  rate  management  ~  here  my  notes  from  my  staff 
say  "Whatever  you  do,  don't  say  we're  going  to  continue  doing  what  we've 
done  in  the  past.  They  might  get  worried." 

Actually,  it  has  never  been  the  government's  intention  to  ignore  the  com- 
petitive position  resulting  from  the  exchange  rate.  In  fact,  I  believe  that  the 
1978  devaluation  was  a  potentially  farsighted  approach  to  this  problem. 

The  34  per  cent  devaluation  in  November  of  1978  was  undertaken  not  be- 
cause of  immediate  balance  of  payments  pressures.  In  fact,  in  the  two  years 
prior  to  the  devaluation,  both  the  current  account  and  overall  balance  of 
payments  had  been  in  substantial  surplus.  However,  these  surpluses  hid  struc- 
tural weaknesses  that  caused  us  some  concern.  Over  the  previous  three  years, 
the  non-oil  trade  deficit  had  widened  sharply,  private  investment  had  stag- 
nated, and  the  non-oil  sector  had  not  absorbed  as  much  employment  as  was  re- 
quired by  Indonesia's  population  growth.  Hence  the  devaluation  aimed  at  pro- 
viding a  competitive  base  for  long-term  development  of  the  non-oil  sector  and 
at  assuring  the  viability  of  the  balance  of  payments  in  the  longer-run.  More- 
over, I  believe  that  the  prudent  financial  policies  adopted  in  the  post  1978- 
devaluation  period  would,  in  the  absence  of  the  second  oil  boom,  have  been 
sufficient  to  have  maintained  the  competitive  gains  from  that  devaluation. 
Monthly  data  on  consumer  prices  show  that  toward  the  middle  of  1979,  infla- 
tion had  begun  to  subside  to  a  sustainable  level,  and  it  was  only  with  the  sharp 
rise  in  oil  revenue  in  the  latter  part  of  the  year  that  inflation  once  again 
substantially  exceeded  our  targets. 

There  are  a  number  of  parallels  between  the  1978  devaluation  and  the  one 
on  March  30  of  this  year.  (Fortunately  and  unfortunately,  a  further  round  of 
oil  price  increases  probably  isn't  one  of  them.)  The  major  parallels  are  the 
continued,  and,  in  fact,  enhanced  need  to  improve  the  competitiveness  of 
non-oil  exports  and  of  import-competing  industries,  and  to  create  employment 
opportunities.  However,  unlike  1978,  this  year  we  were  faced  with  a  severe 
balance  of  payments  constraint  which  made  exchange  rate  action  that  much 
more  pressing. 
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Another  very  important  parallel  is  the  use  of  financial  policies  to  support 
the  devaluation  and  to  assure  that  the  gains  are  not  eroded  by  ensuing  infla- 
tion. In  this  regard,  we  are  particularly  encouraged  that  the  rate  of  inlation 
since  the  devaluation  has  been  so  moderate. 

Since  March  of  this  year  there  has,  however,  been  a  shift  in  what  I  would 
call  our  "operational  strategy."  Until  1978,  our  poUcy  was  to  peg  the  rupiah 
to  the  US  dollar.  Following  the  1978  devaluation,  the  exchange  rate  was  in 
principle  to  be  set  according  to  a  basket  of  currencies.  However,  at  the  time* 
our  view  was  that  the  large  role  of  the  US  dollar  as  our  main  trading  currency 
argued  for  a  proportionately  large  weight  for  the  dollar  in  the  currency  basket. 
Time,  and  the  sharp  appreciation  of  the  dollar  over  the  next  four  years  have 
proven  that  policy  to  have  been  unwise,  as  it  did  not  take  sufficient  account 
of  our  competitive  position  vis-a-vis  our  other  major  trading  partners,  par- 
ticularly Japan  and  the  major  European  countries.  Nor  did  it  take  account  of 
our  position  vis-a-vis  other  countries  which  compete  with  us  in  export  markets, 
for  example  Thailand,  Malaysia  and  the  Philippines. 

Therefore  since  March  of  this  year  our  policy  has  been  to  set  the  daily  ex- 
change rate  taking  into  account  movements  of  a  somewhat  broader  set  of  cur- 
rencies. Over  the  medium-term,  our  policy  is  to  assure  that  our  competitive 
position  is  not  again  eroded,  either  with  respect  to  the  major  industrial  coun- 
tries or  our  export  competitors. 

EXTERNAL  DEBT  MANAGEMENT 

Observers  in  Indonesia  like  to  say  that  we  have  stayed  out  of  the  current 
international  debt  crisis  because  we  had  our  crises  early,  first  in  the  1960s  and 
then  with  Pertamina  in  1975.  Certainly  both  were  sobering  experiences. 
Ending  this  discussion  on  the  government's  development  philosophy  with 
comments  on  external  debt  policy  in  a  sense  brings  us  full  circle,  as  it  was 
against  the  background  of  a  major  balance  of  payments  and  debt  crisis  that 
the  government  took  office.  It  also  offers  some  perspective  on  the  other  poli- 
cies I  have  outlined,  as  many  of  the  policies  had  their  beginning  in  a  determina- 
tion not  to  repeat  the  experience  of  the  1960s. 

The  1966  debt  crisis  had  its  origins  in  a  number  of  factors: 

1.  Large  fiscal  deficits  in  the  period  1961-1965  which  contributed  to  both  the 
domestic  inflation  and  the  balance  of  payments  deficits; 

2.  Maintenance  of  a  multiple  exchange  rate  with  a  more  appreciated  rate  for 
government  imports  which  both  masked  the  full  extent  of  the  fiscal  deficit 
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and  at  the  same  time  contributed  to  the  overall  misallocation  of  resources; 

3.  Insufficient  investment  in  the  agricultural  estate  sector; 

4.  Inadequate  supplies  of  rice,  particularly  when  the  government  attempted 
to  restrict  imports  in  1965  to  avoid  a  balance  of  payments  crisis,  with  the 
scarcity  of  rice  being  an  important  factor  in  the  hyperinflation  of  1965/66; 

5.  A  rapid  accumulation  of  foreign  debt  facilitated  by  the  absence  of  effective 
control  over  the  contracting  of  debt,  and  resulting,  as  well,  in  serious  defi- 
ciencies in  the  statistical  data  on  foreign  indebtedness. 

The  stabilization  program  put  in  place  to  deal  with  these  problems  in- 
cluded: 

1.  Restraint  in  growth  of  domestic  demand,  especially  in  the  pubHc  sector  in- 
cluding an  early  elimination  of  bank  financing  of  the  budget  deficit; 

2.  An  improved  exchange  rate  structure  contributing  to  a  better  allocation  of 
available  resources; 

3.  Provision  of  adequate  food  grain  suppHes; 

4.  A  restructuring  of  external  debt; 

5.  Ongoing  debt  management  policies,  including  mechanisms  for  controlling 
the  contracting  of  all  new  government  debt  and  for  monitoring  the  prospec- 
tive debt  service  burden,  and  an  intention  to  rely  .primarily  on  official  aid 
and  to  avoid  undue  reliance  on  commercial  credits,  particularly  short-term. 

The  foundation  for  our  debt  management  strategy  over  the  years  has  con- 
tinued to  be  these  same  principles,  which  essentially  stress  the  importance  of 
maintaining  sound  macroeconomic  policies,  while  keeping  a  watchful  eye  on 
future  debt  service  obligations.  There  has,  however,  been  one  noteworthy  ad- 
dition to  the  list.  Prior  to  1972,  public  enterprises  were  allowed  to  borrow 
abroad  without  government  approval.  Under  a  regulation  issued  in  1972, 
foreign  borrowing  by  state  enterprises  may  be  undertaken  only  with  the  prior 
permission  of  the  government,  and  even  so,  such  borrowing  does  not  include 
a  government  guarantee.  Unfortunately  the  Pertamina  debt  crisis  occurred  in 
spite  of  this  regulation  but  it  was  an  important  lesson  in  the  necessity  of  com- 
prehensive debt  monitoring  procedures,  and  resulted  in  increased  attention  to 
this  issue. 

In  spite  of  the  Pertamina  difficulties,  generally  prudent  debt  policies  since 
1966  have  allowed  us  to  maintain  a  healthy  debt  profile  and  a  debt  service  ratio 
that  is  low  by  international  comparison.  For  a  number  of  years,  our  unofficial 
policy  has  been  to  limit  debt  service  payments  to  no  more  than  20  per  cent  of 
net  export  receipts.  This  is  a  conservative  measure  in  the  sense  that  the 
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denominator  includes  oil  exports  net  of  oil  sector  imports  and  service 
payments.  Measuring  on  a  gross  basis  instead  would,  in  1983  for  instance, 
reduce  the  ratio  by  about  9  percentage  points.  Nevertheless,  the  weakness  in 
our  export  markets  over  the  last  three  years  has  resulted  in  a  higher  ratio  on 
a  net  basis  than  we  feel  comfortable  with,  as  the  net  ratio  in  1983/84  is  ex- 
pected to  rise  to  around  24  per  cent  compared  to  17  per  cent  in  1981/82  and 
22  per  cent  in  1982/83.  Furthermore,  we  are  very  much  aware  that  these  data 
do  not  include  private  sector  debt  and  an  effort  is  currently  underway  to 
broaden  the  coverage  of  our  statistics. 

I  would  like  to  emphasize,  however,  that  the  government's  policy  approach 
toward  private  sector  foreign  debt  is  essentially  the  same  as  towards  the  public 
sector.  We  feel  that  it  is  important  to  monitor  both  the  outstanding  ainount  of 
debt  and  the  time  path  of  the  prospective  debt  service  payments. 

But  basic  policies  to  control  private  indebtedness  must  rely  on  having  the 
right  macro-economic  parameters  ~  non-distorting  relative  prices,  appropriate 
tax  incentives,  the  right  interest  rates,  the  right  exchange  rate,  and  main- 
tenance of  an  open  economy. 

I  have  atempted  to  outline  the  basic  objectives  and  directions  of  our  efforts 
in  six  major  policy  areas.  As  I  have  mentioned  at  the  outset,  a  review  of  these, 
including  the  most  recent,  reveals  first  of  all  what  I  believe  to  be  a  high  degree 
of  continuity  and  consistency.  Since  the  first  of  our  five  year  plans  there 
has  been  no  change  in  our  central  objectives  and  the  major  directions  of  our 
effort.  Naturally  there  have  been  changes  in  specifics,  properly,  I  believe, 
adapted  to  the  particular  circumstances  of  each  period,  but  these  have  not 
represented  or  expressed  significant  departures  from  the  basic  continuing 
thrust  of  our  efforts.  When  changes  are  occurring,  we  are  taking  actions  on 
the  policy  and  program  front  which  represent  on  the  one  hand  necessary  adap- 
tations to  changes  in  the  external  economic  environment  which  inevitably  have 
their  impact  on  our  situation  and  on  the  resources  at  our  command.  Some  of 
the  changes  in  the  particulars  of  our  policies  and  programs,  further  more, 
reflect  only  that  we  fortunately  are  capable  of  learning  from  experience  and 
try  to  act  accordingly.  Hence  as  we  formulate  our  Fourth  Five  Year  Plan  we 
will  incorporate  what  we  have  learned  and  we  will  adapt  to  changed  cir- 
cumstances. The  basic  objectives  and  the  basic  directions  will,  however,  remain 
unchanged. 

I  would  like  to  conclude  my  remarks  with  a  small  footnote.  In  this  connec- 
tion I  would  like  to  correct  what  may  be  another  misconception  on  the  part  of 
some  observers.  We  have  already,  in  the  President's  August  16  speech,  stated 
that  we  anticipated  an  average  annual  GDP  growth  of  5  per  cent  in  the  Fourth 


INDONESIA'S  ECONOMY 


25 


Plan  period.  There  has  been  reference  to  this  as  a  target  and  even  some 
criticism  of  this  as  either  an  over-modest  or  over-ambitious  target.  It  is  not  a 
target  at  all.  It  is  our  present  estimate  of  what,  in  the  world  as  we  see  it  and  in 
Indonesia  as  we  see  it,  is  a  realistic  probability  or  possibility.  We  hope  to  and 
we  will  endeavour  to  exceed  it. 

I  have  attempted  to  outline  our  thinking  in  Indonesia  and  to  suggest  what 
the  contours  of  our  Fourth  Plan  may  be  primarily  on  the  basis  of  our  ex- 
perience of  the  development  of  the  Indonesian  economy  in  the  past  16  years. 


Repelita  IV: 
The  Political  Economy  of 
A  Five  Per  Cent  Growth  Target 


Hadi  SOESASTRO 


INTRODUCTION 

April  1984  will  be  the  beginning  of  the  Fourth  Five  Year  Development 
Plan,  leading  Indonesia  into  its  16th  year  of  planned  economic  development. 
The  Fourth  Flan,  hke  its  predecessors,  is  likely  to  be  "indicative"  in  nature,  in 
which  programs  are  outlined  ~  not  merely  but  primarily  ~  to  indicate  the 
directions  of  development  and  targets  are  set  to  indicate  the  magnitude  of  ef- 
forts involved. 

Within  this  realm  of  planned  economic  development,  the  central  govern- 
ment has  assigned  to  itself  a  leading  developmental  role,  which  is  elaborated 
in  greater  detail  in  its  annual  budgets.  All  other  economic  and  social  activities 
suggested  in  the  plan,  but  not  undertaken  directly  by  the  central  government, 
are  open  for  private  participation,  either  by  way  of  organizing  cooperatives, 
facilitating  national  private  companies,  or  inviting  foreign  enterprises.  It  has 
been  the  practice  to  include  state  enterprises  into  the  group  of  such  entities. 

The  sets  of  policies  to  encourage  participation  by  those  entities,  to  guide 
the  allocation  of  resources  under  their  control,  etc.  are  not  explicitly  for- 
mulated in  the  plan.  Implicitly,  they  are  to  be  derived  from  the  plan's  stated 
objectives  by  the  agencies  involved,  such  as  the  Coordinating  Board  for 
Capital  Investment  (BKPM)  as  manifested  in  its  annually  revised  List  of 
Priorities  (DSP).  Thus,  indicative  plans  are  to  reflect  -  and  are  consistent 
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with  -  the  mixed  nature  of  the  economy:  the  market  mechanism  being  in- 
fluenced by  the  leading  developmental  role  of  the  government.  In  essence,  the 
plans  are  designed  to  have  enough  flexibility  to  cope  with  contingencies,  but 
sufficiently  structured  so  as  to  impose  some  discipline,  largely  to  be  applied  to 
government  agencies  themselves,  in  the  implementation  of  the  plan.  While 
flexibility  has  its  virtues,  it  also  carries  a  certain  cost. 

Since  the  introduction  of  the  First  Plan  in  1969,  Indonesia  has  managed  to 
grow  at  an  annual  average  rate  of  7  to  8  per  cent  throughout  the  1970s.  With 
this  sustained  growth,  by  1980  Indonesia  had  graduated  from  being  a  low- 
income  developing  country  into  the  group  of  middle-income  developing  coun- 
tries, according  to  World  Bank  standards.  Compared  with  the  previous  plans, 
the  Fourth  Plan  is  being  designed  with  a  "modest"  target  rate  of  economic 
growth  of  5  per  cent  to  be  achieved  on  average  over  the  plan  period.  Whether 
this  target  rate  is  a  sufficient  one,  in  view  of  the  internal  conditions  and 
external  environment  prevaihng  today,  is  not  just  a  matter  of  judge- 
ment, but  touches  deeply  on  the  fundamentals  of  development  planning: 
for  what,  by  and  for  whom,  under  what  constraints,  and  how  to  be  freed 
gradually  from  internal  bottlenecks  and  constraints,  eventually  even  from  ex- 
ternal ones. 

"Do  growth  targets  matter?"  The  answer  is  both  yes  and  no.  Consider  the 
1.5  to  2  million  work  force  entering  the  labour  market  annually.  If  the  present 
production  structure  of  the  economy,  as  characterized  by  the  overall  capital- 
labour  and  capital-output  ratios,  prevails,  a  5  per  cent  annual  rate  of  growth 
could  hardly  meet  the  challenge.  For  the  5  per  cent  target  rate  of  growth  to  be 
consistent  with  the  required  magnitude  of  employment  creation,  drastic 
measures  seem  to  be  required  to  induce  a  shift  in  the  sources  of  growth  on  the 
factor  input  supply  side. 

Consider  now  the  sources  of  growth  on  the  financial  supply  side.  Con- 
tinued heavy  reliance  on  oil  revenues  as  the  source  of  export  earnings  and 
government  revenues  means  that  movements  in  oil  prices  —  which  are  beyond 
the  country's  control  ~  will  largely  dictate  whether  the  5  per  cent  target  could 
be  reached  or  exceeded.  In  the  short  run,  the  economy  lacks  flexibility  to  cope 
with  a  significant  decline  in  the  price  of  oil.  This  is  the  case  in  1983.  Over  the 
longer-term,  however,  this  situation  need  not  continue  in  view  of  the  potential 
resources,  human  or  otherwise,  which  are  available  in  relative  abundance. 

Rigorous  development  of  the  non-oil  export  sector  will  reduce  reliance  on 
oil  exports.  True,  but  it  still  is  not  clear  how  this  would  affect  the  economy's 
expansion  path.  Both  in  the  short-term  and  over  the  longer-term,  external 
markets  may  remain  by  far  the  weaker  demand  source  of  growth  as  compared 
with  the  potential  strength  of  domestic  markets.  In  principle,  a  dual  strategy  of 
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maximizing  labour  absorption  and  restructuring  the  output  composition  of 
production  with  the  aim  of  strengthening  domestic  demand  is  better  suited  to 
planning,  which  involves  the  setting  of  targets. 

This  brief  discussion  merely  highhghts  some  fragments  of  the  total  set  of 
problems  which  has  emerged  in  a  more  pronounced  fashion  as  growth  rates 
suddenly  plummeted  from  the  historical  average  over  the  last  10  to  15  years. 
Questions  have  been  raised  as  to  the  wisdom  of  adopting  the  "modest"  target 
rate  of  growth.  While  this  wisdom  appears  to  reflect  the  government's  realistic 
attitude,  in  view  of  the  situations  in  1982  and  1983,  there  is  concern  that  the  ac- 
companying policies  would  tend  to  ignore  or  forego  the  opportunities  for 
higher  growth  potentials. 

Related  to  this  concern,  but  perhaps  touching  on  a  more  fundamental  issue, 
is  the  allegation  that  a  5  per  cent  growth  rate  implies  a  "business-as-usual" 
assumption.  This  means,,  among  other  things,  that  for  convenience  sake  the 
government  would  continue  to  dominate  the  country's  economic  scene,  and 
structure  the  economy  accordingly.  This  private-sector-biased  view  would  fur- 
ther argue,  that  if  it  is  the  government  that  catches  the  cold,  why  should  the 
entire  economy  be  contaminated  and  suffer  from  it?  This  statement  makes 
some  sense,  but  in  the  present  Indonesian  context  it  equally  has  some  flaws,  for 
reasons  to  be  found  in  the  same  realm  of  social  policy  and  politics. 

In  economic  terms,  it  is  still  difficult  to  conclude  about  the  degree  of 
resilience  of  the  economy  as  a  whole  and  the  comparative  resilience  of  dif- 
ferent economic  sectors  (and  actors),  unless  the  effects  of  the  present  dramatic 
decline  in  economic  performance  have  fully  worked  out.  Estimates  on  the 
economic  performance  in  1982  are  instructive,  but  they  do  not  tell  the  whole 
story.  At  best,  they  offer  a  mixed  picture. 

Indonesia's  gross  domestic  product  (GDP)  grew  by  only  2.25  per  cent  in 
1982,  a  significant  drop  from  a  compound  annual  rate  of  growth  of  8.7  per 
cent  over  the  period  1979-1981  and  the  lowest  growth  rate  since  the  beginning 
of  the  First  Plan  in  1969.  Slower  growth  was  experienced  by  all  sectors,  ex- 
cept the  utilities  sector,  and  the  mining  sector  experienced  negative  growth 
(Table  1).  Growth  of  the  manufacturing  sector  dropped  from  a  high  17  per 
cent  annually  over  the  period  1979-1981  to  only  1 .2  per  cent  in  1982,  due  to  the 
decline  in  production  of  some  important  industries,  such  as  textiles,  plywood, 
paper,  petroleum  products,  lyre,  iron  and  steel,  electronics,  and  motor 
car/vehicles.  Most  severely  affected  was  the  iron  and  steel  industry  with  a 
decline  in  output  by  over  22  per  cenl.  The  performance  of  the  agricultural  sec- 
tor was  also  disappointing,  and  hit  the  lowest  growth  rale  since  1976.  The 
low  2.12  per  cent  growth  was  due  to  the  production  of  paddy  which  increased 
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only  by  4.1  per  cent,  the  decline  in  several  farm  food  crops  production  such  as 
corn,  cassava,  sweet  potato,  peanuts  and  soybeans,  and  the  decrease  in  the 
production  of  the  forestry  sector  by  about  20  per  cent. 

In  the  first  instance,  the  decline  in  the  mining  sector  and  the  various  manu- 
facturing industries  directly  affected  the  government  sector  and  the  modern 
sector.  The  drop  in  manufacturing  output  growth,  however,  had  a  significant 
influence  on  the  growth  of  other  sectors,  which  was  cut  to  a  half  from  what  it 
was  in  the  previous  year. 

Exports  declined  by  14  per  cent,  whereas  imports  still  grew  by  8  per  cent, 
albeit  much  lower  than  the  27  per  cent  increase  in  the  previous  year.  Gross 
domestic  capital  formation  increased  by  13  per  cent,  slightly  higher  than  the 
11  per  cent  in  the  previous  year.  Private  and  government  consumption  expen- 
ditures were  increasing  by  3.4  per  cent  and  8.2  per  cent,  respectively,  but  both 
experienced  slower  growth. 

Lags  and  lead  times  ~  or  perhaps  illusions  -  may  explain  why  prior  to  the 
release  of  the  1982  GDP  estimates,  people  did  not  perceive  the  situation  to  be 
as  bad  as  it  came  to  be  suggested  by  the  national  account  statistics.  Wealth 
resulting  from  the  oil  boom  since  the  mid-1970s,  which  was  accumulated 
largely  by  the  government  sector  and  the  modern  sector,  may  indeed  have  pro- 
vided a  cushion  or  some  form  of  insurance  which  was  sufficient  to  prevent  the 
effects  from  proliferating  too  rapidly,  but  the  "moral  hazard"  of  cushioning 
or  insuring  may  have  delayed  certain  decisions  to  be  taken. 


Table  1 


GDP  GROWTH  RATES  (ai  constant  1973  prices) 


1979-1981" 

1982 

Agriculture 

4.4 

2.12 

Mining 

1.1 

-  12.09 

Manufacturing 

17.0 

1.22 

Utilities 

14.5 

17.35 

Construction 

1 1.6 

5.22 

Transport  and  communication 

8.0 

5.86 

Trade,  banking  and  services 

11.2 

5.16 

GDP 

8.7 

2.25 

Compound  annual  rates  of  growth. 
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The  comfortable  position  which  the  government  sector  had  enjoyed  over 
the  years,  however,  soon  was  threathened  by  eroding  reserves,  by  the  uncertain 
prospects  of  the  oil  market  and  global  economic  developments,  and  by  the 
actual  15  per  cent  drop  of  oil  prices  in  March  1983.  The  government,  nonethe- 
less, was  the  first  to  act  (or  react)  to  the  adverse  development.  It  released  the 
draft  of  an  austere  budget  and  took  the  decision  to  reduce  subsidies  on  petro- 
leum products  by  about  50  per  cent  in  January  1983.  The  official  drop  in 
OPEC  oil  prices  was  followed  by  a  devaluation  of  the  Rupiah  by  27.5  per  cent 
at  the  end  of  March  1983.  Thereafter,  a  bold  decision  was  taken  to  rephase 
47  big  projects  in  which  the  government  had  a  stake.  In  June  1983  another 
major  decision  was  taken,  affecting  the  monetary  sector,  specifically  the 
operation  of  state  banks,  by  abolishing  credit  ceilings  and  subsidized  interest 
rates. 

Concern  over  the  deteriorating  balance-of-payments  position  was  the 
predominant  factor  in  economic  decision-making  during  the  first  six  month  of 
this  year.  This  is  likely  to  continue  throughout  the  rest  of  this  fiscal  year  (up 
to  March  1984)  and  perhaps  beyond.  For  the  balance  of  payments  has  become 
the  major  constraint  to  growth.  Stimulating  the  economy  ~  in  the  short  and 
medium-terms  ~  will  disproportionately  spill  over  to  imports,  given  the  high 
propensities  to  import  in  the  government  and  modern  sectors.  The  June  1983 
policy  package,  aimed  at  mobilizing  domestic  savings  in  order  to  narrow  the 
savings-investment  gap  will  not  automatically  close  the  foreign  exchange  gap. 
So  long  as  the  balance-of-payments  constraint  remains  severely  binding,  the 
very  structural  features  of  the  economy  which  have  reinforced  that  constraint 
cannot  easily  be  done  away  with  by  monetary  measures  alone. 

Thus  fiscal  measures,  including  reform  of  the  tax  system,  presently  are 
called  for,  and  the  overregulated  economy  needs  to  be  simplified.  This  is  tlic 
concensus  today  and  the  short-term  will  be  preoccupied  with  those  efforts. 
Be  that  as  it  may,  the  economy's  expansion  path  over  the  medium-term  and 
longer-term  may  depend  upon  efforts  to  shift  or  diversify  the  economy's 
engines  of  growth.  The  adjustment  to  lower  oil  prices  through  lower  growth 
rates  is  acceptable  only  as  a  temporary  measure  and  not  as  a  pcrmancni  feature 
over  an  extended  medium-term.  It  may  involve  a  gradual  or  radical  change  in 
the  country's  macroeconomic  foundation  and  require  the  political  will  to  in- 
duce the  change.  This  perhaps  is  (he  question  to  be  raised  at  this  juncture. 

This  paper  does  not  purport  to  provide  an  answer  to  that  question.  Tlic  sec- 
tion that  follows  attempts  to  examine  the  sources  of  economic  growth  over  the 
last  ten  years  -  their  strengths  and  weaknesses,  their  virtues  and  vices  -  in 
order  to  provide  a  structure  in  confronting  the  above  question. 
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SOURCES  OF  GROWTH:  THE  1970S 

When  the  New  Order  government  came  to  power  in  1966  it  inherited  an 
economy  which  was  in  shambles  and  grew  at  a  compound  annual  rate  of  only 
1  per  cent  over  the  period  1961-1965.  Measures  were  taken  to  reconstruct  and 
revitalize  the  economy,  which  then  succeeded  in  raising  the  (compound)  an- 
nual rate  of  economic  growth  to  about  6  per  cent  during  the  period  1966-1969 

The  picture  since  1970  was  that  of  an  economy  experiencing  shocks,  the 
oil  boom  of  1973/1974  and  of  1979/1980,  each  followed  by  a  global  recession. 
The  former  recession  was  a  short-lived  one,  and  as  it  turned  out  to  be  was  very 
mild  in  comparison  to  latter.  It  is  interesting  to  note  that  the  effects  of  the  two 
oil  booms  themselves  on  the  Indonesian  economy  were  different.  While  the 
first  oil  boom  was  accompanied  by  production  expansion,  during  the  second 
oil  boom  production  was  contracted.  Overall,  however,  the  gains  from  the  two 
oil  booms  were  largely  related  to  their  favourable  terms-of-trade  effects,  but 
more  so  during  the  second  oil  boom.  This  can  be  seen  from  the  fact  that  while 
the  contribution  of  the  mining  sector  to  total  GDP,  at  constant  197,3  prices, 
decreased  from  11.8  per  cent  in  1974  to  9.3  per  cent  in  1980,  its  contribution 
based  on  current  market  prices  increased  from  22.2  per  cent  in  1974  to  25.7  per 
cent  in  1980. 


aphs  la  and  lb 
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The  8.2  per  cent  annual  growth  rate  during  the  1970-1972  period  was 
followed  by  a  record  high  9.5  per  cent  annual  growth  during  the  first  oil  boom 
years  (1972-1974).  With  the  recession,  following  the  oil  boom,  growth  was 
reduced  to  5.9  per  cent  per  annum  over  the  period  1974-1976.  With  the 
recovery,  the  economy  again  achieved  a  8.3  per  cent  annual  growth  rate  during 
the  period  1976-1978.  The  period  during  the  second  oil  boom  (1978-1980) 
saw  a  decline  in  the  compound  annual  rate  of  growth  to  7  per  cent,  which  fur- 
ther went  down  to  5  per  cent  in  the  1980-1982  period  that  followed  (see  Graphs 
la  and  lb). 

This  "boom  and  bust"  pattern  was  shared  by  all  sectors,  with  the  excep- 
tion of  the  trade,  banking  and  services  sector  which  moved  between  7  per  cent 
and  10  per  cent  annually  throughout  the  above  periods.  The  mining  sector's 
rate  of  growth  decUned  after  the  first  oil  boom  period  and  experienced 
negative  growth  since  the  second  oil  boom  period  (1978-1980). 

As  shown  in  Table  2,  the  sectoral  contribution  to  growth  of  GDP  shifted 
quite  remarkably  over  those  time  periods.  The  performance  of  the  agricultural 
sector  was  most  encouraging.  In  spite  of  the  decline  of  the  contribution  of  the 
agricultural  sector  to  GDP,  from  an  average  of  43  per  cent  in  the  period 
1970-1972  to  30  per  cent  in  the  period  1980-1982,  its  contribution  to  growth  of 
GDP  was  about  21  per  cent  in  1980-1982  as  compared  with  13.5  per  cent  in 
1970-1972.  The  contribution  of  agriculture  to  GDP  growth  was  highest  in  the 

Table  2 


SECTORAL  CONTRIBUTION  TO  GROWTH  OF  GDP' 
(percentages) 


1970-72 

1972-74 

1974-76 

1976-78 

1978-80 

1980-82 

Agriculture 

13.5 

25.0 

14.5 

12.9 

19.7 

20.8 

Mining 

13.1 

14.6 

10.2 

6.8 

-  1.5 

-  7.9 

Manufacturing 

14.7 

14.9 

20.2 

21.9 

28.5 

16.9 

Utilities 

3.9 

9.1 

1.0 

0.8 

1.8 

2.6 

Construction 

9.5 

7.7 

7.3 

10.4 

7.8 

10.2 

Transport  and  Communication 

7.7 

4.5 

6.2 

12.8 

9.6 

9.2 

Trade,  Banking  and  Services 

37.6 

24.3 

40.7 

34.4 

34.2 

48.1 

All'' 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

"  Calculated  on  the  basis  of  average  contributions  to  GDP  and  compound  annual  rates  of  growth 

for  each  period. 
''  Figures  may  not  add  up  to  100  per  cent  due  to  rounding  off. 
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first  oil  boom  period,  namely  25  per  cent  of  the  total  economy's  growth,  and 
was  20  per  cent  during  the  second  oil  boom  period,  compared  with  less  then  15 
per  cent  in  all  other  periods.  This  may  be  explained  by  the  fact  that  quite  a 
large  proportion  of  the  oil  money,  which  came  through  the  government,  was 
"transfered"  to  the  agricultural  sector,  either  through  infrastructure  develop- 
ment, subsidies  on  inputs,  or  the  credit  system. 

The  contribution  of  the  mining  sector  to  GDP  growth  reached  15  per  cent 
in  the  first  oil  boom  period  but  weakened  afterwards,  and  since  the  second  oil 
boom  period  its  contribution  to  real  GDP  growth  became  negative.  This  is  not 
to  deny  the  fact  that  its  contribution  to  nominal  GDP  growth  remained  strong 
at  20  per  cent  in  1982,  due  to  the  terms-of-trade  effect  mentioned  earlier. 

The  manufacturing  sector  gained  the  momentum  to  become  an  important 
engine  of  growth  after  the  first  oil  boom.  Its  share  to  the  growth  of  GDP  in- 
creased from  less  than  15  per  cent  in  the  first  half  of  the  1970s  to  20  per  cent  in 
the  period  1974-1976  and  continued  to  increase  to  reach  almost  30  per  cent 
during  the  second  oil  boom  period.  With  the  drop  in  its  growth  rate  from  15 
per  cent  per  annum  in  1978-1980  to  5.6  per  cent  per  annum  in  1980-1982  (1.2 
per  cent  in  1982),  its  importance  as  Indonesia's  "infant"  engine  of  growth  was 
reduced  back  to  almost  the  same  position  it  had  in  the  early  1970s.  In  other 
words,  the  manufacturing  clearly  lacked  the  resihence  to  survive  the  present 
adverse  development. 

The  story  of  the  Indonesian  modern  manufacturing  sector,  built  around 
a  few  hundreds  of  joint  ventures  since  the  beginning  of  the  1970s  and  a  few 
hundreds  more  large  and  medium-scale  national  companies,  is  as  interesting 
as  the  economy  itself,  and  it  illustrates  at  its  best  what  went  wrong  during  the 
"thick"  years.  Its  relatively  low  survivability  (or  resilience)  during  the 
"meager"  years  had  to  be  anticipated  for  a  number  of  reasons. 

The  rapid  development  of  Indonesia's  manufacturing  sector  in  the  second 
half  of  the  1970s  was  supported  by  a  favourable  balance-of-payments  posi- 
tion, by  virtue  of  the  oil  money,  which  was  directly  "recycled"  as  imports  of 
not  only  capital  goods  but  to  an  increasing  proportion  of  intermediate  in- 
dustrial raw  materials.  The  outcome  was  a  growing  manufacturing  sector 
which  could  be  sustained  when  fed  by  imports.  The  high  import  content  of  In- 
donesia's modern  manufacturing  sector  was  no  secret  to  anybody.  In  1975,  as 
derived  from  the  input-output  table,  import  demand  was  stimulated  by  capital 
formation  for  about  35  per  cent,  but  the  greater  stimulus  came  from  the  final 
demand  for  consumption,  for  about  57  per  cent,  which  to  a  large  extent  was 
in  the  form  of  industrial  inputs  for  the  production  of  consumer  goods.  The  in- 
fluence of  the  demand  for  exports  on  the  demand  for  imports  was  only  5  per 
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cent.  This  means  that  the  demand  for  foreign  exchange  by  the  manufacturing 
sector  far  exceeds  its  ability  to  generate  foreign  exchange  and  thus,  its  total 
dependence  on  the  oil  money. 

The  manufacturing  sector's  major  competitor  in  the  foreign  exchange 
"market"  is  the  government  and  state  enterprises,  themselves  an  important 
part  of  Indonesia's  modern  manufacturing  sector,  which  also  have  high 
propensities  to  import.  A  squeeze  in  the  availability  of  foreign  exchange,  as 
has  been  the  case  in  these  last  two  years,  has  severe  crowding  out  effects  where 
the  private  manufacturing  sector  is  doomed  to  loose. 

In  the  short-term,  no  easy  wayout  can  be  found,  and  the  manufacturing 
sector  is  not  likely  soon  to  regain  its  role  --  although  it  has  been  a  fragile  one  - 
as  an  important  engine  of  growth.  Only  a  radically  "new"  industrialization 
policy  could  reverse  this  situation.  The  importance  of  this  will  soon  make  itself 
known  when  the  implications  of  a  stagnant  manufacturing  sector  are  felt  by 
other  sectors:  trade,  constructions,  transportation,  and  services  in  general. 

Construction,  utilities  and  transportation  combined  have  a  significant  in- 
fluence upon  GDP  growth.  Their  contribution  to  GDP  increased  from  about 
7  per  cent  in  the  early  1970s  to  about  12.5  per  cent  in  the  early  1980s,  and  their 
contribution  of  GDP  growth  averaged  to  about  20  per  cent  throughout  the 
periods  of  interest.  Equally  important  is  the  trade,  banking  and  services  sector. 
Its  contribution  to  GDP  growth  remained  highest  amongst  all  sectors  in  the 
economy.  In  1982,  growth  rates  in  these  sectors  were  cut  to  one  half  as  a  result 
of  the  drastic  decline  in  the  growth  of  the  manufacturing  sector.  By  them- 
selves, these  sectors  cannot  function  as  an  engine  of  growth  —  in  a  dynamic 
sense  ~  albeit  their  importance  as  a  source  of  growth. 

The  previous  suggestion  for  a  radically  new  industrialization  policy  has  its 
own  rationale:  the  apparent  dynamism  of  the  manufacturing  sector  through- 
out the  1970s  was  not  based  on  technological  progress,  nor  did  it  rely  upon  in- 
creases in  labour  productivity,  while  labour  absorption  remained  relatively  low. 
As  Table  3  suggests,  the  contribution  to  sectoral  growth  in  the  various  manu- 
facturing sectors  and  in  other  sectors  of  the  economy  was  mainly  due  to  the 
growth  of  raw  materials  inputs  and  capital.  Labour  input  growth  did  not  ac- 
count for  much  of  sectoral  output  growth  (in  all  sectors),  while  technological 
progress  was  nearly  absent  in  all  sectors,  implying  less  efficient  production 
over  time. 

Table  3  also  suggests  the  importance  of  capital  inputs  and  raw  materials  in- 
puts in  generating  growth.  In  agriculture,  mining,  non-metals  industries,  and 
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Table  3 

FACTOR  INPUT  CONTRIBUTION  TO  SECTORAL  GROWTH,^  1971-1980 
(ranked  by  order  of  importance) 


Importance  of  Input  Growth  Techn. 

 — — —   Progress 

Labour        Capital      Raw  Materials  (residual) 


Agriculture 

2 

1 

4 

3 

Mining 

3 

1 

2 

4 

Manufacturing 

-  Food,  beverages,  tobacco 

3 

2 

4 

-  Textiles,  leather 

3 

2 

4 

-  Wood,  paper,  printing 

2 

3 

4 

-  Chemicals 

2 

3 

4 

-  Non-metals 

2 

1 

4 

-  Basic  metals 

3 

2 

4 

-  Machinery 

3 

2 

4 

Utilities 

2 

3 

4 

Construction 

2 

4 

3 

Services 

2 

1 

4 

The  ranks  by  order  of  importance  are  based  on  a  calculation  employing  a  Cobb-Douglas  pro- 
duction function  type  of  equation;  the  data  used  are  derived  from  the  1971  and  the  preliminary 
1980  updated  I-O  Tables. 


services,  capital  input  growth  accounted  for  much  of  output  growth.  In  all 
manufacturing  sectors,  except  non-metals,  growth  in  raw  materials  input  ac- 
counted for  most  of  the  growth  in  output.  These  inputs,  as  discussed  earlier, 
rest  heavily  upon  imports. 

The  demand  sources  of  sectoral  growth  are  shown  in  Table  4.  Domestic  de- 
mand expansion  was  an  important  source  of  growth  in  some  manufacturing 
sectors  (food,  beverages,  tobacco;  textiles  and  leather;  wood,  paper,  printing), 
the  utilities  and  services  sectors.  Import  substitution  was  the  primary  factor 
for  output  expansion  in  the  agricultural  sector,  basic  metal  and  machinery  in- 
dustries, as  well  as  construction.  The  importance  of  export  expansion  through- 
out the  1970s  was  only  in  mining  and  chemical  industries.  Interindustry  rela- 
tionships over  time,  as  suggested  by  changes  in  I-O  coefficients,  have  not  be- 
come an  important  source  of  growth  for  most  sectors,  except  to  a  limited  ex- 
tent for  the  mining  sector,  utilities,  and  the  manufacture  of  textiles  and  leather 
products.  This  again  speaks  for  a  radically  new  industrialization  policy  to 
strengthen  interindustry  linkages,  not  only  within  the  manufacturing  sector. 
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Table  4 


DEMAND  SOURCES  OF  SECTORAL  GROWTH,^  1971-1980 
(ranked  by  order  of  importance) 


Importance  of  Growth  in  Demand 

Domestic 

Demand 

Import 

Export 

Changes  in 

Expansion 

Substitution 

Expansion 

I-O  Coefficients 

Agriculture 

3 

1 

2 

4 

Mining 

3 

4 

1 

2 

Manufacturing 

-  Food,  beverages,  tobacco 

I 

2 

4 

3 

-  Textiles,  leather 

I 

3 

4 

2 

-  Wood,  paper,  printing 

1 

2 

3 

4 

-  Chemicals 

2 

3 

1 

4 

-  Non-metals 

2 

I 

3 

4 

-  Basic  metals 

4 

I 

2 

3 

-  Machinery 

2 

1 

4 

3 

Utilities 

1 

4 

3 

2 

Construction 

2 

1 

3 

4 

Services 

1 

2 

3 

4 

The  ranks  by  order  of  importance  are  based  on  a  calculation  employing  the  Chenery-Syrquin 
Decomposition  Method;  the  data  used  are  derived  from  the  1971  and  the  preliminary  1980  up- 
dated 1-0  Tables. 


but  also  between  the  manufacturing  sector  and  other  sectors  in  the  economy, 
primarily  agriculture  and  mining.  Only  by  strengthening  those  linkages  can 
the  manufacturing  sector  become  more  resilient  and  thus  function  as  an  engine 
of  sustained  growth,  even  during  the  period  of  declining  oil  revenues. 

Table  4  in  fact  shows  the  importance  of  domestic  demand  and  import 
substitution  in  the  generation  of  growth  throughout  the  1970s.  Domestic 
demand  continues  to  have  great  potentials,  and  must  be  relied  upon  more 
heavily.  The  question  of  how  this  demand  source  of  growth  can  be  exploited 
more  fully  is  easily  answered:  agricultural  and  rural  development  are  the  key 
to  it.  Has  import  substitution  reached  a  saturation?  Definitely  not,  as  shown 
by  the  weak  interindustry  linkages,  and  the  high  import  content  of  the  manu- 
facturing sector.  The  problem  is  what  kind  of  import  substitution  policies  are 
to  be  adopted. 

The  importance  of  domestic  demand  and  import  substitution  as  a  source 
of  growth  for  the  economy  as  a  whole  can  readily  be  seen  in  Table  5.  The  con- 
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Table  5 

GDP  SOURCES  OF  GROWTH  BY  EXPENDITURE  (DEMAND)' 

(percentages) 


1970-72 

1972-74 

1974-76 

1976-78 

1978-80 

1980-82 

Private  Consumption 

38.1 

58.0 

107.4 

55.9 

114.8 

140.0 

Government  Consumption 

14.3 

16.5 

13.2 

16.8 

24.2 

14.6 

Domestic  Capital  Formation 

48.6 

29.2 

54.9 

29.9 

32.6 

36.8 

Exports 

26.6 

35.7 

6.3 

32.7 

1.1 

-  7.9 

Imports 

-27.6 

-  39.4 

-  81.8 

-  35.4 

-  72.6 

-  83.5 

AH*" 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

^  Calculated  on  the  basis  of  annual  averages  of  shares  and  compound  annual  rates  of  growth  for 
each  period. 


Figures  many  not  add  up  to  100  per  cent  due  to  rounding  off. 


tribution  of  private  consumption  to  GDP  growth  increased  from  only  38  per 
cent  in  the  early  1970s  to  140  per  cent  in  the  early  1980s.  However,  as  sug- 
gested in  Table  5,  increases  in  the  contribution  of  private  consumption  to 
GDP  growth  were  accompanied  by  increases  in  imports,  suggesting  the  dis- 
proportionately large  spill-over  to  imports  to  satisfy  them.  The  drain  to 
foreign  exchange  was  thus  to  be  expected,  but  an  equally  serious  concern  ~  if 
not  more  so  —  relates  to  the  distributional  aspects  of  consumption. 


THE  NEXT  FIVE  YEARS 

The  previous  discussion  shows  how  the  oil  money  has  contributed  to  the 
high  growth  performance  of  the  economy  throughout  the  past  10  years  and 
perhaps  also,  how  it  has  "screwed  up"  the  structure  of  the  economy  as  well  as 
influencing  -  in  a  negative  sense  -  the  society's  economic  behaviour.  "Easy 
come  easy  go"  is  the  lesson  learnt  from  the  past  ten  years. 

Thus,  high  growth  rates  of  7  to  8  per  cent  per  annum,  supported  largely  by 
the  oil  money,  would  appear  less  desirable  now,  in  view  of  past  experiences. 
Would  a  5  per  cent  growth  target,  therefore,  be  more  desirable?  It  depends.  If 
the  5  per  cent  growth  target  is  still  to  rest  largely  on  -  but  with  lesser  ~  oil 
money,  the  country  would  be  worse  off.  However,  if  the  5  per  cent  growth 
target  is  supported  by  other,  and  more  resilient,  engines  of  growth,  the  lower 
target  rate  of  growth  can  become  even  more  meaningful,  and  over  the  medium- 
term  can  even  be  surpassed.  The  potentials  are  there. 
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Table  6 

NON-OIL  GDP,  1979-1982;  1983-1990  (percentages) 

Actual*  Projected'' 

1979    1980    1981  1982    1983    1984    1985  1985-1990 

Real  Growth  Rates 
(at  1973  prices) 

GDP  6.3      9.9     7.9  2.3      1.5      5.2     6.2  5.2 

Non-oil  GDP  6.9     10.8     8.2  3.8      1.9     4.3      5.3  5.8 


"  1982  figures  are  preliminary. 

See  World  Bank,  Indonesia:  Policies  for  Growth  with  Lower  Oil  Prices,  Report  No.  4279-IND, 
May  12,  1983. 


Table  6  shows  the  inherent  strength  of  Indonesia's  non-oil  sector.  In  fact, 
the  share  of  non-oil  GDP,  at  constant  1973  prices,  had  been  about  90  per  cent 
of  total  GDP,  and  its  (compound)  annual  rate  of  growth  was  9.5  per  cent  in 
the  1979-1981  period.  It  stil  grew  by  3.8  per  cent  in  1982.  The  World  Bank's 
projection  of  a  5.8  per  cent  annual  rate  of  growth  of  non-oil  GDP  for  the 
period  1985-1990  is  not  beyond  the  country's  capacity.  The  country  can  opt 
for  higher  growth  rates,  if  it  chooses  to  do  so,  by  shifting  and  diversifying  its 
engines  of  growth.  After  all,  higher  growth  rates  can  be  belter  than  lower 
growth  rates. 


Dealing  with  the  1980s: 
Indonesia  and  the  World  Economy 


David  O.  DAPICE 


The  long  recession  starting  about  1980  in  the  industrial  countries,  com- 
bined with  high  LDC  debt  and  the  near  collapse  of  some  oil  based  economies 
has  led  to  a  kind  of  long-term  pessimism  about  world  growth  prospects  that 
is  not  entirely  dispelled  by  evidence  of  a  rapid  cyclical  recovery  in  the  Ameri- 
can economy.  This  pessimism  would  seem  to  be  especially  appropriate  for  In- 
donesia, a  country  that  gets  over  two-thirds  of  its  foreign  exchange  and 
government  revenues  from  oil  and  LNG.  If  both  oil  exports  and  many  non-oil 
raw  material  prices  stay  low  or  even  decline  further  in  real  terms,  the  prospects 
for  a  severe  foreign  exchange  shortage  are  obvious.  Indeed,  the  com- 
bined $13  bilHon  balance  of  payments  deficits  for  1982  and  1983  could  seem  to 
be  the  first  act  of  a  dreary  play. 

While  this  may  be  the  case,  it  is  by  no  means  a  foregone  conclusion.  Just 
as  the  troubles  of  Mexico  and  several  OPEC  countries  were  brought  about  as 
much  by  domestic  mismanagement  as  by  falling  oil  revenues,  so  Indonesia's 
prospects  will  not  rise  or  fall  on  oil  alone.  In  the  international  arena,  the  sup- 
ply of  capital  flows  and  the  ability  to  boost  rapidly  non-oil  exports  are  clearly 
important.  So  is  the  efficiency  with  which  existing  supplies  of  savings  and 
foreign  exchange  are  utilized.  It  is  the  interplay  of  international  trends  and 
domestic  policy  response  which  will  be  the  focus  of  this  paper. 

The  organization  of  this  paper  is  as  follows.  First,  an  analysis  of  several 
facets  of  the  oil  and  LNG  sectors;  their  overall  role  in  the  economy  and  pros- 
pects from  both  the  supply  and  demand  sides  are  surveyed.  Then,  a  look  at 

Background  paper  for  a  Conference  on  Indonesia,  Medford,  Massachusetts,  6-8  October 
1983,  sponsored  by  The  Fletcher  School  of  Law  and  Diplomacy  of  Tufts  University,  Medford, 
MA;  CSIS,  Jakarta;  The  Asia  Society,  New  York.  Prof.  David  O.  Dapice  is  Associate  Professor 
of  Economics,  Tufts  University. 
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non-oil  export  performance  in  recent  years  and  its  prospects.  Third,  a  review 
of  past  capital  flows  and  the  prospects  for  continued  large  inflows  given  the 
difficult  general  situation  in  LDC  debt  and  the  rising  debt  ratios  of  Indonesia 
in  particular.  Fourth,  an  overall  review  of  recent  steps  which  are  designed  to 
respond  to  the  difficulties  being  encountered,  and  the  prospects  for  these  and 
related  steps  to  be  significant  enough  to  allow  continued  growth. 

In  this  paper,  constant  references  are  made  to  expected  levels  of  prices  and 
output.  These  refer  to  current  (1983)  World  Bank  projections  based  on  their 
own  assessment  of  world  prices  and  demand  and  Indonesian  supply  available 
for  exports.  Historical  levels  through  1981-1982  are  generally  available.  The 
only  other  convention  is  that  regarding  fiscal  years  which  begin  April  1st. 
I  will  occasionally  drop  the  second  year  so  that  1981-1982,  the  fiscal  year 
ending  March  31,  1982,  becomes  1981.  Calendar  years  are  identified  when 
used. 


OIL  AND  LNG  IN  THE  INDONESIAN  ECONOMY 

While  a  history  of  the  oil  and  gas  industry  in  Indonesia  could  take  us  back 
over  a  century,  it  is  the  much  more  recent  past  which  is  of  interest  here. 
Although  Indonesia  is  an  OPEC  member,  it  has  a  relatively  low  oil  revenue 
per  capita.  Indeed,  before  the  1973  oil  shock  the  contribution  of  oil  to  total 
government  revenues  was  hardly  impressive.  In  the  1971-1972  fiscal  year  per 
capita  oil  revenues  were  about  $2.50,  or  a  quarter  of  total  government 
revenues.  This  share  rose  to  50  per  cent  in  the  1974-1978  period,  with  a  per 
capita  contribution  in  1977  amounting  to  $35.  It  was  only  after  the  second  oil 
shock  in  1978-1979  that  oil  reached  its  present  level,  accounting  for  65-70  per 
cent  of  government  revenues  or  $80  to  $90  per  capita  out  of  a  per  capita  in- 
come around  $500. 

It  should  quickly  be  added  that  these  figures  exclude  another  significant 
contribution  made  by  foreign  oil  companies  ~  the  "pro  rata"  contributions 
made  to  Pertamina  to  cover  part  of  domestic  consumption  of  petroleum  pro- 
ducts. This  has  recently  amounted  to  45  million  barrels  sold  at  very  low  prices 
and  can  be  valued  at  close  to  a  billion  dollars  in  the  last  year,  or  another  8  per 
cent  on  top  of  the  previously  mentioned  tax  payments. 

While  something  like  $100  per  capita  is  obviously  welcome  in  a  country 
that  had  per  capita  GDP  below  $100  in  1972,  it  is  useful  to  keep  in  mind  the 
proportion  of  non-oil  income  currently  being  produced.  Fully  80  per  cent  of 
1982  GDP  was  from  non-oil  sources.  This  is  hardly  a  Kuwait  or  Saudi  Arabia 
or  even  a  Venezuela  or  Iran.  Furthermore,  the  decline  in  oil  revenues  is  a  more 
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relevant  magnitude  to  analyze.  As  LNG  and  pro  rata  have  changed  little  since 
1980,  the  major  decline  has  come  about  in  corporate  oil  taxes.  These  fell  from 
$12.8  billion  in  1981-1982  to  a  projected  $8.6  billion  in  1983-1984,  a  decline 
of  about  $4  billion  or  $25  per  capita.  If  oil  export  volumes  can  expand  modest- 
ly after  1984  much  of  this  decline  will  be  offset  even  if  prices  do  not  rise.  So, 
looked  at  from  the  point  of  view  of  a  simple  reduction  in  resources,  the  prob- 
lem is  not  grave.  A  reduction  of  perhaps  5  per  cent  of  GDP  will  reduce  growth 
by  less  than  1.5  per  cent  if  investment  is  allowed  to  drop  by  this  full  amount. 
This  would  reduce  growth  from  7.5  per  cent  to  6  per  cent  a  year,  hardly  an 
awful  outcome. 

It  may  reasonably  be  protested  that  this  sort  of  analysis  leaves  out  an  im- 
portant dimension  of  the  problem  facing  Indonesia.  To  the  extent  that  future 
growth  will  be  constrained  by  a  lack  of  foreign  exchange,  it  is  most  ap- 
propriate to  investigate  the  balance  of  payments.  Even  if  something  like  1981 
net  oil  exports  can  be  reached  again  in  real  terms,  the  growth  of  the  1970s  will 
clearly  (most  expect!)  not  be  matched  in  the  1980s.  A  full  analysis  of  the 
Balance-of-Payments  must  involve  more  than  the  oil  sector,  but  it  is  painfully 
eviden  that  the  $10.5  biUion  surplus  on  current  account  from  oil  and  LNG 
exports  in  1980-1981  fell  to  only  about  $5.5  billion  in  the  current  fiscal  year 
and  this  decline  largely  explains  the  abrupt  fall  in  foreign  exchange  reserves. 
It  will  be  several  years  before  even  the  same  nominal  levels  of  oil  exports  are 
reached  again.  Any  possibility  of  matching  the  past  real  levels  of  net  exports 
will  depend  on  the  volume  of  oil  and  LNG  shipments  and  the  real  level  of 
crude  oil  prices  later  in  this  decade. 


THE  INTERNATIONAL  OIL  MARKET  OUTLOOK 

A  full  review  of  world  petroleum  trends  is  beyond  the  scope  of  this  paper, 
but  a  short  summary  of  current  thinking  on  the  prospects  for  oil  prices  and 
volumes  is  warranted.  A  sharp  decline  in  oil  prices  from  their  present  levels 
would  put  significant  additional  pressures  on  the  Indonesian  economy,  as  well 
as  the  entire  world  economic  system.  Insofar  as  countries  Hke  Mexico, 
Venezuela,  or  Nigeria  faced  collapse,  the  entire  existing  framework  of  capital 
flows  and  trade  could  be  called  into  question  unless  further  expedients  were 
found  to  refinance  existing  debt  at  favourable  interest  rates.  It  is  asserted  here 
that  there  is  a  slight  possibility  of  such  a  decline,  but  it  is  not  now  regarded  as 
a  high  probability.  Neither  is  a  steady  or  sharp  rise  in  the  real  price  of  oil 
likely.  These  assertions  requires  some  support  and  explanation. 

It  is  well  known  that  demand  for  oil  in  the  industrialized  nations  has  de- 
clined sharply  and  that  demand  for  OPEC  oil  has  fallen  even  more.  Demand 
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in  early  1979  in  the  OECD  countries  was  running  at  40  MMBD  (million  barrels 
per  day)  and  this  fell  to  32  MMBD  by  the  end  of  1982.  OPEC  output,  partially 
displaced  by  rising  non-OPEC  output,  fell  from  nearly  30  MMBD  to  perhaps 
16-17  MMBD  in  early  1983.  The  major  analytical  question  for  forecasters  is 
to  disentangle  the  separate  influences  of  recession,  weather,  conservation,  fuel 
switching,  and  stock  changes.  Furthermore,  they  have  to  figure  out  how  much 
of  the  conservation  is  short-run  in  nature  and  may  be  reversed  by  lower  oil 
prices  and  how  much  is  fundamental  and  may  even  increase  with  further  in- 
vestments. More  concretely,  has  the  decHne  been  due  largely  to  people  turning 
down  thermostats  and  driving  less,  and  business  idling  less  energy  efficient 
plants;  or  has  it  been  more  a  case  of  insulation  and  more  efficient  cars  and 
machinery  being  installed?  To  the  extent  that  the  former  types  of  adjustments 
predominated,  a  fairly  rapid  bounceback  in  demand  could  be  expected  with 
present  nominal  prices  and  an  economic  recovery.  To  the  extent  that  the  latter 
are  more  significant,  past  gains  in  conservation  are  secure  and  more  can  be 
expected  as  the  stock  of  c.ars,  homes,  and  machinery  continue  to  reflect  the 
higher  efficiency  of  replacements  vs.  retirements. 

According  to  a  recent  survey  by  Dr.  Dale  Gray  in  an  unpublished  paper, 
"Prospects  for  the  World  Oil  Market,"  the  consensus  of  experts  is  that  there 
will  be  a  fairly  sharp  rebound  in  oil  demand  for  this  year  and-  next,  but  that 
after  that  the  growth  in  demand  for  oil  will  be  slow.  World  demand  is  not 
expected  to  rise  too  much  over  50  MMBD  even  by  2000,  and  non-OPEC  and 
OPEC  suppliers  will  each  take  about  half  of  the  market.  Since  many  industries 
now  have  a  multi-fuel  capability,  prolonged  rises  in  real  prices  are  unlikely, 
although  the  possibility  of  disruption  and  shqrt-run  swings  in  prices  and  inven- 
tory behaviour  is  still  very  much  present.  Prices  are  unlikely  to  fall  or  rise  for 
very  long  outside  of  a  band  of  $25  to  $35  per  barrel  under  this  analysis,  which 
is  made  in  real  1982  prices. 

One  major  surprise  could  be  a  sudden  peace  treaty  between  Iran  and  Iraq 
and  rapid  repair  of  their  oil  export  potential.  While  their  present  potential 
supply  is  but  4-4.5  MMBD,  this  could  rise  to  8  MMBD  in  a  relatively  brief 
period.  If  world  demand  rose  from  45  MMBD  where  it  now  is  to  something 
closer  to  47-48  MMBD,  the  increased  capacity  of  both  countries  could  be 
brought  in  with  minimal  disruption  to  OPEC.  This  assumes  that  Saudi  Arabia 
will  continue  to  be  willing  to  pump  only  a  few  million  barrels  per  day,  draw 
down  reserves,  and  stretch  out  spending  on  its  projects.  If  all  these  things 
happen,  the  nominal  price  is  likely  to  hold.  Except  for  peace,  the  other  events 
do  seem  more  likely  to  occur  than  not. 

The  other  major  surprise,  still  mentioned  by  some  prominent  analysts,  is 
in  the  other  direction.  They  envision  a  rapid  rebound  in  demand,  a  slackening 
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of  conservation,  and  continued  reluctance  of  the  Saudis  to  pump  more  than 
a  few  MMBD,  even  while  Iran  and  Iraq  remain  mired  in  war.  Given  the  low 
levels  of  commercial  inventories,  they  foresee  another  ruinous  price  shock  as 
oil  markets  tighten,  perhaps  aggravated  by  some  other  political  shock  in  the 
Middle  East.  Even  is  this  shock  were  only  temporary,  its  effects  could  be  far 
more  serious  than  those  of  the  last  oil  shock  since  so  many  nations  are  starting 
from  a  position  of  high  unemployment  and  external  debt. 

Given  the  unenviable  forecasting  record  of  economists,  much  less  political 
scientists,  any  firm  prediction  in  these  matters  is  at  least  foolhardy.  While 
there  are  risks  in  both  directions,  the  equilibrating  forces  should  not  be  over- 
looked. With  the  rise  of  government  stockpiles,  decontrol  in  the  US,  oil 
futures  markets,  and  fuel  switching  the  market  environment  is  quite  different 
from  that  of  even  1979.  Furthermore,  the  Saudis  are  unlikely  to  want  a  return 
of  volatile  prices  if  this  leads  to  increased  long-run  efforts  to  reduce  de- 
pendence on  OPEC,  and  therefore  their  own  oil  supplies.  Their  willingness 
to  go  up  to  10  MMBD  and  as  low  as  2  MMBD  suggests  their  desire  to  support 
a  fairly  high  but  not  ruinous  oil  price. 

Out  of  all  this,  what  can  we  suggest  for  purposes  of  this  paper?  It  seems 
hkely  that  nominal  prices  will  hold  for  a  few  years  (declining  in  real  terms)  and 
then  real  prices  will  firm  and  perhaps  even  rise  slightly  by  the  end  of  the 
decade.  With  this  price  restraint,  demand  will  be  high  enough  to  allow  OPEC 
production  in  the  23-27  MMBD  range  in  a  few  years,  and  Indonesia  with  its 
quite  small  exports  of  1-1.3  MMBD  will  eventually  be  able  to  sell  all  it  can. 
This  assumes  the  American  recovery  continues  and  the  EEC  and  Japan  follow 
next  year  with  major  LDC's  following  in  1985. 

If  all  that  is  accepted,  what  is  the  exportable  surplus  of  Indonesia  likely 
to  be?  That  depends  on  their  rate  of  production  and  internal  demand.  Not  very 
long  ago,  it  was  quite  possible  to  draw  a  very  pessimistic  picture  of  prospects. 
Oil  exploration  in  the  later  1970s  fell  as  disagreements  over  contract  terms 
slowed  foreign  investment.  At  the  same  time  that  production  was  stagnating, 
demand  was  rising  sharply  at  12  per  cent  a  year.  It  seemed  but  a  matter  of  time 
until  the  surplus  available  for  export  disappeared.  Subsequent  events  have 
largely  changed  that  gloomy  possibility  into  a  brighter  one.  Oil  production 
which  peaked  at  nearly  1.7  MMBD  in  1977  had  fallen  to  under  1.6  in  1980 
before  beginning  to  rise  again.  Production  rates  in  1982  and  1983  have  been 
low  because  of  demand,  not  supply.  While  its  current  OPEC  quota  is  only 
1.3  MMBD,  it  is  likely  that  this  will  increase  as  demand  rebounds.  Projections 
of  supply  in  1990  are  mostly  in  the  1.6  to  1.8  MMBD  range,  with  a  higher  cer- 
tainty at  the  lower  edge  of  that  spread.  Internal  demand  is  where  there  has 
been  the  largest  change  in  trends.  Domestic  consumption  doubled  from  1974 
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to  1980,  a  compounded  rate  of  growth  of  over  12  per  cent  a  year.  However, 
there  have  been  astonishingly  rapid  price  increases  in  recent  years.  Kerosene 
prices  rose  from  Rp  18  per  liter  in  1978  to  Rp  100  per  liter  in  1983,  while  diesel 
fuel  leaped  from  Rp  25  to  Rp  145  in  the  same  period.  With  the  rupiah  now 
nearly  at  1,000  to  the  dollar,  such  prices  are  still  well  below  world  costs,  but 
gasoline  at  Rp  320  per  liter  is  above  cost  and  offsetting  some  of  the  subsidy  cost 
of  the  other  products.  (However,  the  value  of  petroleum  subsidies  is  still  over 
$1  bilhon  in  1983!).  The  larger  point  is  that  consumption  in  1983  will  be  little 
higher  than  in  1981,  and  most  projections  foresee  only  a  5  per  cent  growth  in 
demand  even  with  real  GDP  growth  of  6  per  cent  a  year.  These  projections  as- 
sume continuing  increases  in  prices  and  a  fairly  rapid  end  in  subsidies,  but  this 
has  been  the  government's  policy.  Thus,  exportable  supplies  in  1990  could  be 
1.2  MMBD,  up  from  about  1  MMBD  in  this  current  fiscal  year.  Projections 
beyond  1990  are  increasingly  uncertain,  but  very  large  supplies  of  gas,  coal, 
and  geothermal  energy  may  begin  to  be  significant  by  the  1990s,  and  begin  to 
displace  domestic  oil  demand. 

The  other  important  piece  of  the  petroleum  picture  for  Indonesia  is  its 
LNG  export  potential.  Indonesia  is  the  largest  producer  and  exporter  of  LNG 
in  the  world.  Its  gas  reserves  are  extremely  large.  Experienced  work  crews  can 
put  into  operation  an  LNG  train  very  rapidly  ~  as  little  as  30  months.  Net  fore- 
ign exchange  earnings  averaged  around  $1.3  billion  in  the  early  1980s  and  both 
volume  and  net  earnings  are  likely  to  increase  sharply,  with  earnings  expected 
to  rise  to  about  $5  billion  by  1990.  Adding  this  to  projected  oil  revenues,  the 
total  sector  is  likely  to  make  a  net  contribution  about  as  much  in  real  terms  by 
1990  as  it  did  in  1981,  the  previous  peak  year.  This  will,  however,  also  be  equal 
in  real  value  to  twice  the  1983  level  of  net  export  earnings.  Because  the  cut  in 
output  and  exports  has  been  so  severe,  the  rebounding  of  oil  production  to 
little  more  than  its  past  peak,  along  with  rapid  LNG  growth,  is  likely  to  allow  a 
fairly  healthy  rate  of  growth  in  revenues  from  the  present  low  base.  Such 
growth  is  far  less  than  experienced  in  the  recent  past,  but  it  is  also  high  enough 
to  avoid  the  need  for  draconian  financial  and  economic  measures,  such  as 
large  declines  in  routine  spending  or  outright  controls  on  currency  or  most  im- 
ports. 


NON-OIL  EXPORTS 

It  would  be  most  helpful  to  have  petroleum  exports  rebound  from  their 
present  depressed  state,  but  there  will  have  to  be  much  stronger  growth  in  non- 
oil  exports  if  growth  is  to  continue  at  high  levels  in  a  sustainable  fashion.  The 
performance  thus  far  has  not  been  all  that  bad,  but  has  fallen  far  short  of 
really  aggressive  exporters  like  Korea  or  Singapore,  and  has  been  especially 
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poor  for  labour  intensive  manufactures.  Even  so,  from  the  boom  years  1973 
to  1979,  real  non-oil  exports  rose  over  10  per  cent  a  year,  and  the  absolute 
magnitude  of  these  exports  was  considerable.  They  were  nearly  $2  billion  in 
1973,  and  financed  two-thirds  of  non-oil  imports.  By  1979,  they  had  risen  to 
$6.2  billion  and  their  share  of  non-oil  imports  had  actually  gone  up  slightly. 
However,  both  prices  and  volumes  fell  sharply  after  1979,  and  1982  saw  real 
non-oil  exports  only  a  third  higher  than  a  decade  earlier,  a  3  per  cent  annual 
real  growth  rate.  There  are  several  reasons  for  the  recent  sharp  drop  and  the 
world  recession  is  only  one  of  them.  A  review  of  the  major  non-oil  exports  and 
their  prospects  for  continued  growth  is  necessary  to  understand  both  the  recent 
past  and  the  likely  future. 

The  major  non-oil  exports  of  Indonesia  are  timber  and  timber  products, 
agricultural  products,  minerals,  and  manufactures.  Logs  had  been  the  largest 
non-oil  export,  triphng  to  over  $2  billion  from  the  early  to  the  late  1970s. 
However,  the  government  decided  to  restrain  log  exports  both  for  reasons  of 
conservation  and  to  force  additional  processing  of  local  timber.  The  result  is 
that  log  exports  have  fallen  sharply,  in  volume  terms  over  70  per  cent  from  the 
peak  in  1979.  Sawn  wood  and  plywood  exports  are  rising  rapidly  although  not 
fast  enough  to  fully  offset  the  decUne  in  log  exports.  Nonetheless,  both  price 
and  volume  prospects  are  good  for  timber  products.  The  World  Bank  recently 
estimated  that  logs  and  timber  product  exports  could  hit  over  $2  billion  by 
1990,  up  from  less  than  $1  biUion  in  1982,  but  still  lower  in  real  terms  than  the 
$1.6  billion  in  total  timber  sector  exports  realized  in  1980.  So,  timber  will  not 
regain  its  past  real  value  nor  share  in  non-oil  exports  in  the  near  future.  Fur- 
ther work  on  improving  the  reputation  for  reliability  and  quality  of  manu- 
facturers will  be  necessary  for  future  gains,  since  after  1985  log  exports  will  be 
restricted  to  West  Irian. 

The  picture  for  agricultural  exports  (excluding  timber)  is  brighter.  These 
traditional  exports  include  rubber,  coffee,  tea,  palm  oil,  pepper,  and  several 

:  others.  Rubber  is  the  most  significant,  accounting  for  about  40  per  cent  of  this 
subtotal.  Rubber  prices  dropped  40  per  cent  from  1980  to  1982,  and  volume 

i  dropped  11  per  cent.  This  was  fairly  representative  of  the  entire  group.  How- 
ever, price  increases  for  most  of  these  goods  have  already  begun  and  may 
soon  approach,  if  not  exceed,  their  1980  levels.  Given  the  recent  level  of 
plantings  and  increasing  yields,  both  supply  and  higher  demand  should  allow 
for  healthy  (4-5  per  cent  per  year)  increases  in  rubber,  tea,  and  coffee  volumes 
and  spectacular  (15-20  per  cent  per  year)  increases  in  palm  oil  exports  from 
1982  until  1990.  In  current  dollars,  this  should  mean  an  increase  in  this  sector 
from  $1 .5  billion  in  1982  to  over  $5  billion  in  1990.  The  overall  real  increase  is 
about  5  per  cent  a  year,  but  favourable  price  developments  increase  the  ex- 
pected nominal  gains.  While  this  is  a  large  nominal  increase,  it  is  little  larger 
than  the  near  tripling  in  exports  of  this  group  from  1973  to  1979. 
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Minerals,  which  of  course  exclude  oil  and  LNG,  include  copper,  tin, 
nickel,  and  aluminum.  Exports  of  this  group  were  only  $175  million  in  1973, 
but  rose  to  $772  million  in  1980  before  falling  to  $679  million  in  1982.  It  was 
only  in  1982  that  aluminum  exports  began  in  any  major  way,'  and  this  metal 
alone  should  increase  to  nearly  $.5  billion  by  1990  as  the  Asahan  Project 
moves  toward  its  capacity.  Tin  and  nickel  should  also  realize  large  gains  in 
volume  and  price,  while  the  volume  of  copper  exports  is  expected  to  remain 
level,  although  rising  prices  will  also  boost  the  value  of  its  exports.  Taken 
together,  this  sector's  exports  could  rise  to  $2.4  billion  in  current  terms  by 
1990,  a  real  increase  of  two-thirds  over  1982. 

The  last  major  category  of  exports  is  manufactures.  This  is  a  diverse  group 
that  includes  everything  from  textiles  to  frozen  fish,  from  rattan  furniture  to 
fertilizer.  Growth  has  been  rapid,  but  from  a  very  small  base.  In  1973,  there 
were  only  $77  million  of  manufactured  exports.  By  1982,  this  had  risen  to  a 
billion  dollars,  with  a  quarter  each  coming  from  frozen  fish  (mainly  shrimp) 
and  plywood  (already  mentioned  under  timber  products).  Even  so,  textile  ex- 
ports rose  15  per  cent  in  1982  and  electrical  appliances  by  three-fourths,  and 
this  in  a  very  poor  year.  Projections  are  for  $5.6  billion  of  these  exports  in 
1990,  of  which  a  billion  would  be  plywood.  This  requires  a  tripling  of  export 
volume  and  assumes  a  9  per  cent  annual  price  increase  until  1990.  This  may  be 
over  optimistic  on  the  price  side,  but  the  16  per  cent  annual  volume  growth  is 
not  as  ambitious  as  it  might  at  first  appear.  Constant  price  manufactures  rose 
eightfold  from  1973  to  1982,  and  the  $3.3  billion  in  1981  prices  projected  for 
1990  (including  plywood)  is  a  very  small  amount  relative  to  world  trade  or  the 
volume  of  other  exporters.  In  1979,  for  example,  Singapore  had  manufactured 
exports  of  $7.4  billion.  More  analogously,  Thailand  and  the  PhiHppines  to- 
gether had  about  $3  billion.  Even  in  a  sluggishly  expanding  world  market,  this 
amount  of  manufactured  exports  could  reasonably  be  absorbed. 

Another  question  is  if  it  can  be  competitively  produced.  There  was  a  major 
change  in  export  procedures  in  January  1982,  mainly  cutting  red  tape  and 
simplifying  customs  procedures.  The  State  Banks  made  cheap  credit  available 
for  exports  then  too.  Previous  changes  had  made  the  foreign  investment  board 
somewhat  easier  to  deal  with,  and  the  devaluation  on  March  30,  1983  gave  an 
important  financial  stimulus  to  all  exports.  The  change  in  the  rupiah  against 
the  dollar  was  large,  from  about  700  to  970  per  dollar,  and  subsequent  changes 
in  prices  have  thus  far  been  surprisingly  modest.  Additional  measures  include 
duty-free  access  of  imported  inputs  used  in  manufactured  exports;  the  planned 
establishment  of  export  processing  zones  and  export  estates;  and  initial  steps 
to  improve  marketing,  quality  control,  and  transport  costs.  There  is  still  a 
great  deal  to  be  done,  from  clarifying  the  role  and  conditions  of  foreign  invest- 
ment to  tax  reform  to  port  improvements.  Many  of  these  changes  are  overdue. 
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However,  things  have  gotten  better  in  several  respects  and  the  direction,  if  not 
always  the  pace,  of  change  is  broadly  correct.  With  some  additional  effort,  the 
rapid  percentage  gains  projected  in  manufactured  exports  can  be  realized. 

To  recapitulate,  non-oil  exports  rose  from  $1.9  billion  in  1973  to  $6.2 
billion  in  1979,  before  falling  to  $3.8  billion  in  1982.  By  1990,  the  current 
dollar  figure  is  projected  to  rise  to  $14.4  billion,  a  90  per  cent  gain  in  volume 
over  1982  and  a  doubling  in  prices.  Because  of  the  large  weight  of  raw 
materials  in  this  total,  the  price  assumption  is  not  too  optimistic,  even  if  world 
inflation  is  moderate.  Raw  materials  prices  were  badly  depressed  in  1982.  A  50 
per  cent  increase  in  current  dollar  prices  of  agricultural  products  from  1982 
to  1985,  for  example,  would  only  bring  prices  back  just  above  their  1980  levels. 
The  1990  non-oil  export  earnings,  if  reahzed,  would  contribute  more  foreign 
exchange  than  oil  is  expected  to  in  that  year.  That  is,  while  gross  oil  exports 
are  projected  at  close  to  $25  billion  in  1990,  about  $11  billion  is  needed  for 
costs  of  production  and  the  share  of  foreign  producers,  leaving  a  net  figure  of 
$14  billion  for  Indonesia.  This  is  a  great  change  compared  to  1981  when  the 
net  contribution  of  oil  was  over  twice  that  of  all  non-oil  exports.  So,  the  1980s 
can  reasonably  be  expected  to  begin  the  long  process  of  reducing  the  de- 
pendence of  the  Indonesian  economy  on  oil.  Compared  to  other  OPEC  na- 
tions, and  given  the  modest  initial  base  in  manufacturing,  it  is  perhaps  sur- 
prising that  so  much  may  be  accomplished  in  these  few  years. 

CAPITAL  FLOWS 

Indonesia  has  managed  its  external  borrowing  with  more  care  than  many 
other  nations,  perhaps  because  of  its  memory  of  difficulties  in  the  middle  1960s 
with  its  national  debt  and  in  the  1970s  with  Pertamina.  While  some  nations 
were  expanding  their  borrowing  at  unsustainable  rates,  the  outstanding  public 
sector  debt  of  Indonesia  (including  pubHc  enterprises)  grew  from  $9.5  billion 
at  the  start  of  1978  to  only  $14.9  billion  at  the  start  of  1981.  During  that 
period,  official  international  reserves  grew  $5.1  billion  and  foreign  assets  in 
the  banking  system  grew  by  $7.6  billion.  In  other  words,  Indonesia  was  ac- 
cumulating reserves  on  a  net  basis  for  three  years.  In  1981  debt  rose  by  $2.1 
billion  and  reserves  fell  by  one  billion  as  oil  exports  unexpectedly  dropped. 
Even  so,  the  ratio  of  debt  service  to  gross  exports  in  1981  was  only  7.5  per  cent. 
A  better  way  of  measuring  for  many  purposes  is  the  ratio  of  debt  service  to  net 
exports,  where  the  cost  and  producers'  share  of  oil  and  LNG  is  deducted.  By 
this  measure,  the  ratio  of  debt  service  was  13.2  per  cent  in  1981.  In  contrast, 
the  ratio  of  debt  service  to  gross  merchandise  exports  in  Mexico  was  43  per 
cent  and  in  Brazil  37  per  cent  in  1981.  Even  Korea  was  higher  with  17  per  cent. 
Thus,  Indonesia  went  into  its  current  difficulties  in  significantly  better  shape 
than  most  nations  which  have  borrowed  significant  amounts. 
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It  will  need  those  reserves  because  the  deficits  run  in  1982,  1983  and  the 
next  few  years,  will  be  large.  From  the  end  of  calendar  year  1981  to  1985, 
World  Bank  projections  are  for  total  public  debt  to  rise  from  $15.5  to  $30.5 
billion.  Debt  service  to  net  exports  will  also  double,  from  13  per  cent  to 
26  per  cent,  and  later  decline  to  24  per  cent.  (The  ratio  to  gross  exports  will 
stay  under  17  per  cent.)  They  expect  borrowing  after  1985  to  slow  consider- 
ably, with  less  than  $2  billion  a  year  of  net  increase  in  public  debt  expected  for 
the  rest  of  the  decade.  These  projections  took  account  of  recent  rephasing  or 
deferrals  in  certain  major  projects,  but  may  not  have  fully  reflected  the  savings 
likely.  In  any  case,  the  Bank  does  not  anticipate  any  major  difficulty  in 
raising  the  capital  needed.  Because  the  government  has  moved  so  quickly  and 
forcefully  to  get  its  house  in  order,  and  because  it  started  from  a  good  posi- 
tion, it  is  Hkely  that  this  is  a  realistic  assessment.  The  recent  large  IGGI  (aid 
consortium)  commitment  and  the  favourable  IMF  evaluation  of  the  economic 
program  all  support  this  conclusion. 


Another  form  of  capital  inflows  is  direct  foreign  private  investment.  In  re- 
cent years  the  approvals  for  such  investment  have  fluctuated  from  a  low  of 
$400  million  in  1978  to  $1.8  biUion  in  1979  and  $1.4  billion  in  1982.  But  while 
approvals  have  averaged  over  $1.1  billion  a  year  since  1978,  actual  implemen- 
tation has  lagged  far  behind,  averaging  under  $400  million  annually.  The  reason 
for  this  discrepancy  is  that  many  proposals  are  made  for  precautionary  pur- 
poses, since  requesting  permission  for  building  a  new  factory  or  even  just  an 
increase  in  capacity  can  be  a  time  consuming  affair.  These  figures  refer  only 
to  investments  passing  through  the  Investment  Board,  and  all  petroleum  and 
banking  investments  are  excluded.  Of  the  Board  reviewed  investments,  about 
two-thirds  are  in  the  manufacturing  sector,  with  resource-intensive  in- 
vestments covering  most  of  the  rest.  The  prospects  for  future  investment  are 
a  bit  clouded  due  to  the  changing  structure  of  the  economy.  This  will  be  dis- 
cussed shortly. 

The  petroleum  sector  has  attracted  an  increasing  amount  of  foreign  ex- 
ploration and  development  activity.  From  little  more  than  a  quarter-billion 
dollars  in  1977,  there  has  been  rapid  growth  to  $1.5  billion  in  1981  and  $1.9 
billion  in  1982.  A  high  rate  of  exploration  is  necessary  because  many  of  the 
newer  fields  are  small  and  quickly  depleted,  though  there  seem  to  be  a  lot  of 
them.  The  large  Minas  field  is  entering  a  period  where  costs  will  increase  due 
to  secondary  recovery  techniques  having  to  be  employed.  While  oil  company 
budgets  are  being  scaled  back  world-wide,  it  appears  as  if  enough  private 
foreign  investment  will  be  forthcoming  to  allow  the  modest  increase  in  produc- 
tive capacity  which  was  previously  mentioned  -  only  1-2  per  cent  per  year. 


INDONESIA  AND  THE  WORLD  ECONOMY 


49 


POLICY  AND  PROSPECTS 

The  troubles  which  have  fallen  upon  Indonesia  were  not  entirely  unfore- 
seen, at  least  in  their  general  outUne.  As  far  back  as  1978,  there  was  a  fear  of 
the  effects  of  high  domestic  inflation  with  a  stable  exchange  ratre  on  domestic 
employment,  and  of  falling  oil  revenues.  Thus,  there  had  been  a  large  and 
"unnecessary"  devaluation  as  in  1978  mainly  to  restructure  the  economy.  In 
the  event,  the  wild  increase  in  oil  prices  was  not  foreseen  and  follow-up  actions 
were  not  taken  "as  the  rationale  for  the  policy  apparently  diminished  as 
employment  responded  to  large  increases  in  government  spending.  Even  so, 
spending  levels  and  especially  borrowing  levels  were  held  down  during  this 
period  of  the  second  oil  boom  and  substantial  reserves  were  accumulated. 

This  sensitivity  to  the  effects  of  the  exchange  rate  on  employment  is  un- 
usual to  the  point  of  being  unique.  A  brief  explanation  of  the  mechanism  may 
be  useful.  When  a  country  enjoys  a  resource  boom,  the  money  in  many  senses 
appears  out  of  nowhere.  It  is  as  if  there  were  a  printing  press  printing  real 
dollars  which  are  given  to  the  government  and,  perhaps  indirectly,  the  private 
sector.  In  reality,  of  course,  a  wasting  resource  is  being  exploited  by  an  enclave 
sector.  But  the  common  initial  response  is  simply  to  spend  the  money,  often 
none  too  carefully.  (Witness  Alaska's  demogrant!)  This  spending  tends  to 
drive  up  domestic  prices.  If  this  were  done  by  a  simple  and  usual  process  of 
money  creation,  as  in  Brazil,  the  exchange  rate  would  depreciate  about  as 
much  as  prices  rose  and  foreign  trade  would  not  be  much  affected.  But  in 
places  as  diverse  as  Holland,  Australia,  Iran,  Nigeria,  and  Mexico  this  ex- 
change rate  depreciation  did  not  follow  the  inflation.  There  were  ample  sup- 
plies of  real  foreign  exchange  to  keep  the  nominal  exchange  rate  level  in  spite 
of  the  inflation.  The  result  was  that  traditional  exports  and  import  competing 
production  in  the  boom  country  fell  sharply  as  their  costs  rose  faster  than  their 
prices.  Employment  suffered  in  these  sectors  and  was  seldom  fully  offset  by 
the  new  employment  generated  in  the  enclave  sector,  construction,  and  ser- 
vices. In  Iran,  for  example,  it  is  likely  that  the  displacement  of  farmers,  tradi- 
tional manufacturing  workers  and  employers  led  to  much  of  the  anti-Shah  sen- 
timent. In  any  case,  the  1978  devaluation  was  special  precisely  because  it  was 
not  driven  by  low  foreign  exchange  reserves,  but  by  a  desire  to  improve 
employment  and  medium  run  prospects  for  non-oil  exports. 

There  were  other  early  signs  of  sensitivity  to  efficiency  issues  and  a  broader 
concept  of  development.  Domestic  fuel  prices  were  raised  sharply,  not  only 
in  the  difficult  years  of  1982  and  1983,  but  also  in  the  balmy  years  of  1979  and 
1980.  While  the  initial  domestic  fuel  prices  were  quite  low  and  subsequent 
devaluations  and  dollar  increases  in  product  prices  have  been  high,  the  politi- 
cal and  economic  courage  needed  to  raise  prices  50  per  cent  to  70  per  cent  twice 
in  three  boom  years  is  not  miniscule. 
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Another  example  of  this  foresight  was  the  decision  taken  three  years  ago 
to  plan  a  comprehensive  overhaul  of  the  non-oil  tax  system.  This  began  when 
the  main  problem  in  public  finance  was  to  hide  the  oil  revenues  being  gen- 
erated. Because  of  the  long  lead  time,  a  careful  and  well  prepared  tax  reform 
can  be  implemented  in  the  near  future  at  a  time  when  it  is  badly  needed. 

There  are  still  other,  more  recent,  examples  of  unpalatable  or  difficult 
measures  which  have  been  taken  in  direct  response  to  the  foreign  exchange 
problems  which  arose  more  rapidly  and  severely  than  anticipated.  Starting  in 
1983,  there  was  a  65-70  per  cent  increase  in  kerosene  and  diesel  oil  prices  and 
a  33  per  cent  increase  in  the  already  much  higher  gasoline  price.  This  was 
followed  by  an  austere  budget  which  had  no  general  wage  increase  for  civil  ser- 
vants and  again  had  routine  spending  rising  less  than  general  inflation.  Then 
in  March  there  was  the  large  devaluation  that  brought  the  rupiah  from  the 
650-700  range  against  the  dollar  to  970.  In  April,  a  major  rephasing  of 
projects  was  announced.  This  will  defer  or  cancel  over  $20  billion  of  large 
projects  in  the  next  few  years.  Several  of  these  projects  were  simply  not 
economic  at  what  are  likely  to  be  prevailing  world  prices.  Others  were 
predicated  upon  more  rapid  rates  of  domestic  demand  growth  than  were  being 
realized.^  Because  of  the  groups  backing  these  projects,  this  step  could  not 
have  been  easy.  The  savings  will  be  substantial. 

By  then,  a  pause  for  breath  might  have  seemed  in  order,  but  in  June  there 
was  another  major  announcement  that  will  have  a  significant  impact.  There 
was  a  liberalization  of  the  entire  banking  system.  In  Indonesia,  state  owned 
banks  control  most  of  the  business.  They  have  mainly  been  making  subsidized 
loans  and  collecting  very  little  in  domestic  savings.  This  extraordinary  step 
removed  interest  rate  restrictions  on  most  loans  and  also  dismantled  much  of 
the  Central  Bank's  credit  allocation  machinery.  State  banks  will  be  allowed 
and  forced  to  act  like  banks  in  other  places.  They  will  have  to  collect  savings 
from  the  public  rather  than  funds  from  the  government.  They  will  have  to 
charge  a  market  rate  of  interest  on  most  loans  and  evaluate  risks  more  care- 
fully, since  most  losses  will  no  longer  be  insured  by  the  government.  The  scope 
for  reducing  misallocation  of  resources  in  this  one  step  is  really  quite  large. 
And  the  tax  reform  is  still  waiting  in  the  wings. 

Of  course,  one  person's  reform  is  another's  subsidy  reduction.  How  much 
of  this  can  be  managed?  Many  astute  commentators  have  noted  the  govern- 
ment has   succeeded  in  part  by  subsidizing  its  critics.  The  changes  thus  far 


'Examples  of  projects  with  high  costs  related  to  world  prices  were  a  carbon  black  and  olefins 
plant;  two  refineries  for  domestic  petroleum  projects  were  rescheduled  when  demand  slowed  from 
12  per  cent  to  5  per  cent  per  year. 
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have  been  well  handled  and  aroused  surprisingly  little  bitter  opposition.  One 
reason  is  that  the  news  about  Mexico  and  Nigeria  is  known  and  serves  as 
a  warning  of  what  can  happen,  if  indeed  any  were  needed  after  the  upheavals 
of  the  1960s.  Another  is  that  there  is  a  real  respect  within  the  elite  towards  the 
technocrats,  most  especially  when  a  crisis  threatens.  A  third  reason  is  rather 
clever  tying  of  unpopular  with  popular  steps  -  a  fuel  price  increase  was  an- 
nounced with  the  earmarking  of  the  unused  portion  of  the  subsidy  for 
politically  popular  education  programs.  A  fourth  reason  is  that  the  govern- 
ment controls  a  few  major  prices  such  as  rice,  cooking  oil,  and  sugar  with  great 
care.  The  basic  cost  of  living  does  not  fluctuate  wildly.  Finally,  most  people 
are  now  much  better  off  than  a  decade  ago.  The  population  in  general  eats 
better,  lives  longer,  is  better  clothed,  housed,  and  educated  now  than  previous- 
ly. This  allows  the  government  some  austerity  steps  without  widespread  and 
bitter  protests  erupting.  Still,  a  major  question  remains.  Will  all  these 
measures  be  sufficient  to  generate  the  pace  and  type  of  growth  necessary  to 
satisfy  those  who  have  been  called  upon  to  sacrifice?  Asking  the  question 
another  way,  what  else  has  to  be  done  that  will  be  hard  to  do? 

There  has  been  much  discussion  about  the  feasible  growth  rate  for  In- 
donesia in  the  1980s,  and  how  the  type  of  growth  wanted  can  best  be  attained. 
Part  of  the  problem  is  that  there  is  not  complete  agreement  on  the  goals.  Some 
groups,  especially  engineers,  would  follow  a  more  autarchic  and  higher  tech- 
nology path,  placing  great  emphasis  (rather  as  does  India)  on  making  most 
things  in  their  own  country.  This  outlook  has  some  support  among  the  mili- 
tary. The  technocrats  tend  to  worry  more  about  employment  and  macro- 
consistency,  and  at  least  recently  have  gotten  a  number  of  important  decisions 
their  way.  This  is  largely  because  they  are  traditionally  relied  upon  in  times 
of  crisis  or  when  resources  are  short.  Other  elements  tend  to  put  more  weight 
on  development  of  national  entrepreneurs  and  villages  as  opposed  to  urban 
areas  and  foreign  or  Chinese  investors.  Positive  response  to  this  group  took 
the  form  of  agricultural  development,  building  of  rural  infrastructure,  and 
fairly  effective  credit  programs.  Indeed  in  general,  the  government  has  tried  to 
provide  something  for  everyone,  and  has  largely  been  successful.  One  rough 
estimate  of  the  incidence  of  taxation  and  government  spending  found  that 
every  income  group  in  both  urban  and  rural  areas  got  more  in  benefits  from 
spending  and  subsidies  than  they  paid  in  direct  and  indirect  taxes.  This  is  not 
surprising  as  neither  oil  revenues  nor  aid  was  assumed  to  fall  on  any  group  and 
these  two  sources  provide  about  three-quarters  of  government  spending. 

This  sort  of  largesse  will  not  be  so  easy  in  the  future,  and  there  are  now 
new  types  of  problems  emerging.  Large  number  of  children  have  been  edu- 
cated in  primary  schools  and  the  tidal  wave  is  now  passing  through  junior  high 
mto  high  schools.  Standards  have  fallen  as  enrollment  rates  of  growth  have 
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hit  15-25  per  cent  per  year  for  several  years.  Finding  jobs  for  these  future 
graduates  will  not  be  easy,  as  in  the  past  most  have  gotten  jobs  in  the  govern- 
ment and  this  will  no  longer  be  a  large  employer  of  new  educated  workers. 
This  is  one  reason  why  the  kind  of  growth  would  probably  have  had  to  change 
from  the'  low-employment,  inefficient  import-substituting,  highly  capital  in- 
tensive type  which  characterized  the  1970s.  It  is  also  the  reason  why  a  different 
type  of  organizational  challenge  faces  the  government,  and  why  a  different  at- 
titude is  needed  towards  foreign  investment.  In  the  past,  high  tariffs  meant 
that  entry  into  the  market  was  a  favour  to  be  granted,  with  profits  to  follow. 
National  ownership  was  deemed  highly  desirable  both  from  the  technical 
side  and  in  order  to  keep  the  (often  excess)  profits  out  of  foreign  hands.  But 
it  is  no  longer  enough  to  build  plants  for  a  protected  market  with  foreign 
help  and  parts.  There  now  has  to  be  a  deeper  effort  that  will  develop  large 
numbers  of  managers,  technicians,  entrepreneurs,  and  private  service  workers. 
While  some  of  this  can  and  must  involve  efficient  import  substitution,  a  good 
deal  of  it  will  require  competitive  labour-intensive  exports.  This  will  require 
less  red  tape,  lower  costs,  favourable  exchange  and  tax  rates,  and  acceptance 
of  foreign  and  Chinese  entrepreneurs  in  some  areas.  This  might  be  made  more 
palatable  if  training  of  pribumi  (non-Chinese)  Indonesians  was  required.  The 
payoff  from  such  a  strategy  would  be  both  savings  and  earnings  of  foreign  ex- 
change, the  single  most  important  macroeconomic  constraint  on  growth;  and 
much  more  employment  growth  of  the  sort  most  needed.  However,  achieving 
this  will  also  require  that  the  bureaucracy  intrude  less  and  help  more  in  the 
business  of  growth.  (At  a  meeting  recently,  some  Bank  Indonesia  officials  left 
early  with  an  apology.  They  said  they  were  very  busy  writing  regulations  for 
the  deregulation  of  the  banking  system!)  Without  giving  away  too  much,  of- 
ficials will  have  to  reaHze  that  competitive  exporters  must  be  attracted  rather 
than  restricted.  Only  by  mobihzing  and  benefiting  from  the  marketing, 
technical,  and  managerial  strengths  of  foreign  and  Chinese  investors  in  some 
sectors  will  there  be  a  highly  efficient  use  of  the  resources  available. 

The  World  Bank  has  estimated  that  real  output  might  grow  as  fast  as 
5  to  5.5  per  cent  a  year  from  1984  to  1990  if  everything  went  as  discussed  in 
the  international  economy  and  the  government  took  the  several  steps  needed 
to  restructure  the  economy.  While  this  is  slow  growth  compared  to  the  1970s, 
it  will  double  per  capita  income  in  20  years  and  is  probably  acceptable  if 
employment  growth  is  also  rapid.  Some  very  preliminary  projections  based 
on  an  econometric  model  and  more  pessimistic  oil  and  international  assump- 
tions come  in  lower,  more  in  the  3-4  per  cent  range.  Still  other  early  projections 
come  in  close  to  5  per  cent  for  a  medium  case.  Neither  truth  nor  certainty  will 
be  found  in  these  exercises,  only  some  indication  of  what  future  constraints 
are  likely  to  be  most  binding.  Right  now  the  best  guesses  seem  to  be  that  the 
terms  of  trade  will  improve  moderately  from  their  1982-1983  lows  and  that  the 
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international  economy  will  be  able  to  buy  most  of  what  Indonesia  can  provide 
for  export.  While  conditions  will  not  be  wildly  favourable,  neither  will  they 
be  negative.  The  most  significant  challenges  will  come  from  the  internal 
organization  and  policy  needed  to  help  the  economy  deal  with  the  post-oil 
boom  1980s.  This  will  not  be  an  easy  task,  as  those  who  have  dealt  with  the 
Indonesian  bureaucracy  can  attest.  But  given  the  vast  amount  already  ac- 
complished, the  goal  of  slightly  slower,  more  employment  oriented,  and  sus- 
tainable growth  is  certainly  within  sight  if  not  quite  yet  within  reach. 


Regional  Development  and 
Employment  in  Eastern  Indonesia: 
The  Archipelagic  Outlook* 

Kustiah  KRISTANTO  and  Willem  H.  MAKALIWE 


This  article  focusses  uppn  some  main  problems  and  approaches  concerning 
the  archipelagic  outlook,  national  defence,  and  national  and  regional  develop- 
ment and  employment.  It  attempts  to  help  clarify  some  of  the  issues  which 
impinge  upon  the  Nation's  response  to  national  and  regional  planning  as  the 
process  of  development  goes  forward.  The  area  of  Eastern  Indonesia  is  taken 
as  a  case  study  for  this  purpose. 


THE  ARCHIPELAGIC  OUTLOOK,  NATIONAL  SECURITY  AND  NA- 
TIONAL DEVELOPMENT 

The  conceptual  unity  of  the  archipelagic  outlook  (Wawasan  Nusantara), 
national  defence  and  national  development  constitutes  a  hierarchy  prominent 
in  current  Indonesian  socio-political  and  economic  thinking.^  The  archipelagic 
outlook  determines  the  way  our  national  defence  should  be  realized,  since  the 
national  defence  system  has  become  a  basic  pattern  for  national  development, 
as  indicated  in  the  1978  Basic  Guidelines  of  State  Policy  (Garis-garis  Besar 
Haluan  Negara  or  GBHN).  According  to  these  guidelines,  development  pro- 

*The  authors  are  indebted  to  R.  Burl  Yarberry  for  his  comments  on  an  earlier  draft  of  this 
paper. 

Dr.  Kustiah  Kristanto  (Doctor  of  Economics,  Hasanuddin  University)  is  lecturer  and  former 
Dean,  Faculty  of  Social  Sciences  and  Arts,  and  Willem  H.  Makaliwe  (Doctor  of  Economics, 
Hasanuddin  University)  is  currently  Head  of  the  Department  of  Management  Sciences,  Faculty  of 
Sciences  and  Arts,  Hasanuddin  University,  Ujung  Pandang,  South  Sulawesi. 

'See  further  the  article  by  Munadjat  Danusaputro,  "Wawasan  Nusantara,"  Berila  Ilmu 
Pengetahuan  dan  Teknologi,  No.  1  (1977):  pp.  1-41,  and  his  later  books  The  Marine  Environment 
of  South-east  Asia  (Bandung:  Binacipta,  1980)  and  Wawasan  Nusantara  (Bandung:  Alumni, 
1980). 
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grams  at  the  national  level  will  be  carried  out  on  a  long-term  basis,  including 
at  least  five  to  six  five-year  plans  (Repelita).  Presently,  we  are  nearing  the  final 
stage  of  the  Third  Plan,  which  covers  the  period  from  1979  to  1984,  and 
preparations  are  now  being  made  for  the  forthcoming  Fourth  Plan. 

NATIONAL  DEVELOPMENT,  REGIONAL  DEVELOPMENT  AND 
EMPLOYMENT 

In  line  with  the  1978  Basic  GuideHnes  of  State  Policy,  regional  and  rural 
development  programs,  which  basically  started  with  the  Second  Repelita, 
should  be  stepped  up  and  expanded  gradually.  Such  programs  should  be 
geared  towards  creating  more  employment  opportunities,  improved  environ- 
mental and  housing  facilities,  in  both  the  rural  and  urban  areas.  In  practice,  a 
number  of  handicaps  have  to  be  faced  and  dealt  with  in  this  context.  These  in- 
clude: 

a.  The  discrepancy  in  the  rate  of  growth  between  urban  and  rural  areas; 

b.  The  high  influx  of  people  moving  from  the  village  to  the  big  town; 

c.  The  uneven  distribution  of  population,  with  approximately  60  per  cent  of 
the  population  living  on  the  islands  of  Java,  Bali  and  Lombok,  which  to- 
gether account  for  only  6  per  cent  of  the  total  land  area; 

d.  The  high  concentration  of  expertise  in  the  bigger  cities,  such  as  Jakarta 
(i.e.  about  60  per  cent  of  all  skilled  people); 

e.  The  large  amount  of  money  circulating  solely  within  the  bigger  towns  (esti- 
mated at  60  per  cent  of  all  money  in  circulation). 

These  discrepancies  have  given  rise  to  the  regional  imbalances  or  dispari- 
ties, which  will  be  elaborated  upon  in  the  following  sections. 

At  this  point,  some  definitions  of  the  term  "region"  should  be  helpful  to 
provide  a  clearer  picture.  The  concept  of  a  region  (wilayah,  kawasan  or 
daerah)  might  indicate:  (1)  the  sphere  of  certain  governmental  power  and 
authority;  (2)  the  area  surrounding  and  incorporating  a  town;  (3)  the  area 
under  the  central,  regional  or  provincial  government;  (4)  a  place  designated  to 
carry  out  certain  activities  or  exercise  exclusive  rights  (operations,  control, 
property,  etc.).  In  a  modern  sense,  a  region  is  now  commonly  understood  to 
include  an  area  larger  than  a  town,  or  in  other  words  a  supra-urban  area.^ 

^W.J.S.  Poerwadarminta,  Ramus  Bahasa  Indonesia,  5th  ed.  (Jakarta:  Balai  Pustaka,  1976), 
p.  220. 

^Willem  H.  Makaliwe,  "Beberapa  Catalan  Mengenai  Rencana  Induk  Sulawesi,"  Majalah 
Universitas  Hasanuddin,  Vol.  VIII/XVIII,  No.  9/10  (Septcmber-Oktober  1977),  p.  456. 
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Apart  from  this,  a  number  of  other  definitions  with  various  degrees  of  opera- 
tional adaptability  have  been  brought  forward  in  this  context. 

An  inter-university  research  team  at  Jakarta,  the  Regional  Income  Re- 
search Group,  at  the  start  of  the  First  1969-1974  Plan  opted  for  the  province  as 
the  basic  regional  unit,  taking  into  account  the  already  existing  administrative 
apparatus  in  the  province,  which  could  be  effectively  used  to  set  up  and  staff  a 
planning  agency  at  this  level. 

Towards  the  end  of  Repelita  I  and  at  the  start  of  the  Second  1974-1979 
Plan  the  idea  came  up  to  set  up  larger  regional  units  incorporating  several 
provinces  into  each  of  such  units.  It  was  hoped  that  in  this  way  the  imbalances 
mentioned  before  could  be  dealt  with  more  effectively.  The  larger  unit  as  en- 
visaged appears  to  be  following  closely  the  ideas  of  the  French  author 
Boudeville  regarding  the  regional  growth  pole,  which  is  related  to  the  concept 
of  the  growth  point,  as  advocated  by  Hirschman.^  These  concepts,  generally 
speaking,  were  in  line  with  the  principle  of  unbalanced  development,  in- 
dicating that  the  more  advanced  regions  should  lead  the  pace  and  pave  the  way 
for  the  less  advanced  ones.  As  mentioned  before,  the  Second  Indonesian  Five 
Year  Plan  saw  the  start  of  the  first  effort  at  development  on  the  basis  of 
regionalization,  in  addition  to  the  earlier  basically  sectoral  approach. 

The  ideas  of  Boudeville  have  been  elaborated  upon  in  an  article  by  Ra- 
hardjo  Adisasmita.^  Following  Boudeville,  a  classification  of  regions  could  be 
envisaged  as  follows: 

a.  homogeneous  regions,  showing  geographically  similar  features; 

b.  polarization  regions,  which  are  based  upon  some  node  or  center  of  a  de- 
fined zone  of  influence; 

c.  programming  regions,  which  are  geographic  units  for  economic  decision 
making.^ 

According  to  Richardson,  the  last  two  groups  might  also  be  called  nodal 
regions  and  planning  regions,  respectively.^ 

''Cf.  J.R.  Boudeville,  Problems  of  Regional  Economic  Planning  (Edinburgh:  Edinburgh 
University  Press,  1966);  A.O.  Hirschman,  The  Strategy  of  Economic  Development  (New  Haven: 
Yale  University  Press,  1958). 

'Rahardjo  Adisasmita,  "Klassifikasi  Wilayah  dalam  Percncanaan  Pembangunan,"  Majalah 
Universilas  Hasanuddin,  Tahun  XIX,  No.  1  (1979),  pp.  482-486. 

^Boudeville,  Problems,  p.  27. 

■^R.W.  Richardson,  Regional  Economics  (London:  Wcidcnfeld  and  Nicolson,  1969),  pp. 
223-230.  See  also  Rahardjo  Adisasmita,  "Klassifikasi  Wilayah,"  p.  482. 
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The  classification  made  by  Alonso  and  Friedman  in  their  well-known 
reader  on  regional  development  aspects,  appears  to  be  rather  suggestive: 

a.  metropolitan  regions,  which  are  based  upon  the  bigger  towns  acting  as 
growth  poles  or  core  regions; 

b.  development  axes,  indicating  the  transportation  network  connecting  two 
or  more  metropolitan  areas; 

c.  frontier  regions,  which  are  generally  in  an  early  stage  of  development; 

•  •  *  8 

d.  depressed  regions,  which  show  declining  economic  activities. 

A  rather  more  detailed  identification  is  provided  in  an  article  by  Okun  and 
Richardson  and  published  in  the  same  reader: 

a.  low  per  capita  income  and  stagnant  (LS)  regions; 

b.  high  per  capita  income  and  stagnant  (HS)  regions; 

c.  low  per  capita  income  and  growing  (LG)  regions; 

d.  high  per  capita  income  and  growing  (HG)  regions.^ 

The  latter  classification  is  basically  concerned  with  per  capita  rate  of  in- 
come rather  than  growth  rate  of  development.  Generally  speaking,  a  shift  may 
be  observed  from  the  older  classifications,  based  on  natural,  administrative, 
social  and  cultural  borders  and  similar  traditional  criteria,  to  classifications 
which  are  based  on  concepts  of  economic  space,  which  include  magnitudes 
such  as  population  composition,  purchasing  power  and  absorptive  capacity. 
The  concept  of  space  actually  has  a  broader  connotation  than  the  regional 
one. 

With  regard  to  Indonesia,  several  concepts  of  regionalization  have  been 
brought  forward  during  the  last  two  decades.  It  is  interesting  to  note  that  a 
number  of  authors  in  this  field  were  also  actively  involved  in  the  planning  and 
implementation  of  these  ideas  or  at  least  were  in  a  position  to  do  so.  In  this 
section  attention  will  be  given  mainly  to  the  concepts  advocated  by  the  In- 
donesian National  Planning  Agency  (Badan  Perencanaan  Pembangunan  Na- 
sional  or  Bappenas)  and  by  Sutami,  Poernomosidi  Hadjisarosa,  A.R.  Soehoed 
and  Hendra  Esmara,  respectively.  This  listing  does  not  imply  that  other  classi- 
fications are  considered  less  important. 

The  concept  of  regionalization  initiated  by  the  Bappenas  has  become 
publicly  known  on  account  of  its  inception  in  the  Second  Five  Year  Plan. 


J.  Friedman  and  W.  Alonso,  Regional  Developmenl  and  Planning,  A  Reader  (Cambridge, 
Mass.:  The  Massachusetts  Institute  of  Technology  Press,  1964),  pp.  3-4. 

'■B.  Okun  and  R.W.  Richardon,  "Regional  Income  Inequality  and  Internal  Population  Migra- 
lion,"  in  Regional  Developmenl  and  Planning,  pp.  307-317. 
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Under  the  classification,  the  27  provinces  of  Indonesia  have  been  grouped 
together  into  four  main  development  areas  having  their  centers  in  the  capital 
towns  of  Medan,  Jakarta,  Surabaya  and  Ujung  Pandang,  respectively.  This 
concept  was  mainly  based  upon  the  flow  of  trade,  migration  of  population, 
existing  facilities  and  infrastructure  as  well  as  geographical  location.  The 
basic  reason  underlying  this  grouping  apparently  was  to  facilitate  identifica- 
tion of  relevant  problems  in  the  context  of  the  development  process,  and  to 
level  out  regional  inequalities.  In  this  case,  the  approach  was  mainly  geared 
towards  an  optimum  allocation  of  the  available  natural  and  human  resources. 
Some  doubts  have  been  raised  regarding  the  reportedly  rather  limited  opera- 
tional value  of  this  concept  as  well  as  a  lack  of  insight  into  the  actual  role  and 
function  of  the  towns  as  a  mainstream  of  resources. 

The  ideas  of  the  late  Sutami,  until  his  death  Minister  of  Public  Works  and 
Electrical  Power,  are  of  particular  interest,  as  he  endeavoured  to  cast  the 
development  of  regional  sciences  into  several  stages,  following  the  theoretical 
framework  developed  by  Ftinck.^^  Regional  Sciences,  accordingly,  he  defined 
as  including  everything  developed  in  this  field,  in  addition  to  the  particular  im- 
pact of  the  relevant  ecosystem,  the  latter  to  be  regarded  in  a  spatial  context. 
His  main  objective  was  to  achieve  a  balance  between  the  social  system  centered 
upon  the  human  being  and  the  ecosystem  involved. 

Apart  from  introducing  the  spectre  of  regional  sciences,  starting  with  the 
natural  unit  and  ending  with  information  and  decision  theory,  Sutami  also 
made  a  division  into  three  areas  or  stages  as  follows: 

a.  the  largest  region  being  the  state,,  i.e.  Indonesia; 

b.  the  region  at  the  secondary  level,  e.g.  Sulawesi; 

c.  the  area  as  the  smaller  unit,  e.g.  area  development  planning  for  Parigi- 
Poso.^^ 

'  The  concept  of  Poernomosidi,  who  succeeded  Sutami  as  Minister  upon 
the  latter's  death,  basically  follows  the  distribution  channels  for  main  com- 
modities. Under  this  framework,  a  division  of  the  region  into  a  number  of 

'"Hariri  Hady,  "Tata  Wilayah  Ekonomi  Kawasan  Indonesia  Bagian  Timur,"  Pusiaka  Uni- 
versilas.  No.  10  (1972);  Deparlemen  Penerangan  Republik  Indonesia,  Rencana  Pembangunan 
Lima  Tahun  Kedua  1974/75  -  1978/79  (Jakarta,  1974). 

"Sjafruddin  Arsyad  Tumenggung,  "Konsepsi  Pembangunan  Wilayah  di  Indonesia,"  Sinar 
Harapaii,  20  January  1983,  p.  6. 

'^Cf.  Sutami,  "Ilmu  Wilayah  (Regional  Science)  dalam  Kaitannya  dengan  Analisa  Kebijak- 
sanaan  dan  Perencanaan  Pembangunan  di  Indonesia,"  Inaugural  Speech  (Jakarta:  Universitas  In- 
donesia, 1976),  pp.  2-3;  a  more  elaborate  discussion  is  given  in  Sutami,  llniu  Wilayah,  Beberapa 
Perisliwa  untuk  Pemliangiinan  Nasioiial  (Jakarta:  Badan  Penerbit  Pekerjaan  Umum,  Mei  1980). 

'^See  Sutami,  "Ilmu  Wilayah,"  pp.  14-15. 
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smaller  units  centered  upon  the  towns  has  been  developed.  The  various  towns 
have  been  grouped  together  for  the  purpose  into  a  hierarchy  of  four  different 
classes.''^ 

The  classification  advocated  by  A.R.  Soehoed,  Minister  of  Industry 
during  the  Third  Plan,  being  more  sectoral  in  its  outlook,  comprises  a  number 
of  centers  for  industrial  development  for  the  whole  country.  Under  this  pro- 
gram, a  number  of  five  regions  have  been  designated  in  North  Sumatra,  South 
Sumatra,  Java  and  Bali,  South  and  Southeast  Sulawesi,  and  East  Kalimantan, 
respectively,  in  order  to  stimulate  the  growth  of  designated  zones  of  large, 
medium  and  small  scale  industries.  The  centers  on  the  outer  islands  have 
been  selected  mainly  with  a  view  to  the  endowment  of  natural  resources,  while 
Java  and  Bali,  in  addition  to  the  existing  agro-industrial  basis,  also  include 
abundant  human  resources  as  well  as  relatively  advanced  infrastructure. 

The  ideas  of  Hendra  Esmara  are  set  out  in  a  number  of  articles  and  papers 
published  in  Indonesia  as  well  as  abroad.  He  has  advocated  a  division  of  the 
provinces  of  Indonesia  following  the  typology  developed  by  Klaassen  and  the 
shift  technique  of  Perloff,  in  order  to  investigate  the  existing  correlation  be- 
tween the  rate  of  growth  and  per  capita  income  at  the  regional  as  well  as  na- 
tional level. Applied  to  Indonesia,  the  typology  mentioned  gives  the  fol- 
lowing Ust: 

a.  prosperity  areas,  having  a  growth  rate  as  well  as  a  per  capita  income  in 
excess  of  the  national  average  (7  provinces); 

b.  developing  distressed  areas,  having  a  growth  rate  in  excess  of,  and  a  per 
capita  income  lower  than,  the  national  average  (3  provinces); 

c.  potentially  distressed  areas,  having  a  per  capita  income  in  excess  of,  and  a 
growth  rate  lower  than,  the  national  average  (6  provinces); 

d.  distressed  areas,  having  a  per  capita  income  as  well  as  a  growth  rate  lower 
than  the  national  average  (10  provinces). 


''Pocrnomosidi  Hadisarosa,  Konsepsi  Dasar  Pembangunan  Wilayah  Pengembangan  fVi- 
layah  di  Indonesia,  2nd  ed.  (Jakarta:  Departemen  Pekerjaan  Umum,  1981). 

'^Sinar  Harapan,  18  September  1982,  p  11. 

'^Hendra  Esmara,  "Regional  Income  Disparity,"  in  The  Economic  Development  of  West 
Sumatra  (Padang:  Institute  for  Regional  Economic  Research,  Department  of  Economics,  Andalas 
University  -  Provincial  Development  Planning  Agency  of  West  Sumatra,  1974).  See  further 
L.H.  Klaassen,  Methods  of  Selecting  Industries  for  Depressed  Areas  (Paris:  Organization  for 
Economic  Co-operation  and  Development,  1967);  Harvey  S.  Perloff  et  al..  Regions.  Resources 
and  Economic  Growth;  Resources  for  the  Future  (Baltimore:  John  Hopkins  University  Press, 
1961;  University  of  Nebraska  Press,  1967). 
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A  more  detailed  picture  is  provided  by  the  following  table,  which  has  been 
adapted  with  minor  modifications  (the  province  of  East  Timor  is  excluded 
from  Table  1):'"' 


Table  1 

DISTRIBUTION  OF  PROVINCES  BY  PER  CAPITA  RGDP 
AND  ANNUAL  GROWTH  RATES  IN  INDONESIA 


High  Incomes 

Low  Incomes 

High 

Number  of  Provinces 

7 

Number  of  Provinces 

3 

Growth 

Share  of  Population 

15% 

Share  of  Population 

5% 

Share  of  GDP 

25% 

Share  of  GDP 

4% 

Low 

Number  of  Provinces 

6 

Number  of  Provinces 

10 

Growth 

Share  of  Population 

29% 

Share  of  Population 

51% 

Share  of  GDP 

31% 

Share  of  GDP 

40% 

The  table  shows  that  the  largest  group  of  provinces  comprises  those  with 
low  growth  rates  as  well  as  low  incomes.  The  same  group  also  incorporates  the 
largest  share  of  population  as  well  as  gross  regional  product.  In  addition, 
Hendra  Esmara  has  reported  on  the  share  of  population  currently  living  well 
below  the  poverty  hne.^^  His  findings  are  quite  useful  for  comparative  pur- 
poses, in  line  with  the  reports  of  the  World  Bank  and  Indonesia's  foremost 
rural  sociologist,  Sayogyo.  Hendra  Esmara  has  concluded  in  this  context,  that 
in  view  of  the  upward  trend  of  the  level  of  welfare  (Indonesia  recently  moved 
into  the  group  of  medium-level  income  countries,  having  achieved  an  average 
per  capita  income  of  US$430  in  1980)  the  poverty  line,  in  order  to  remain  rele- 
vant, requires  periodical  revision. 

With  regard  to  employment  policies,  Hendra  Esmara  has  advocated  a 
number  of  alternatives  for  the  Fourth  Five  Plan  (1984-1989).'^  These  alterna- 
tives can  be  summarized  as  follows: 

'■'Hendra  Esmara,  "Regional  Income  Disparities,"  Bulletin  of  Indonesian  Economic  Studies, 
Vol.  XI,  No.  1  (March  1975),  p.  55. 

'^Hendra  Esmara,  "Pendekatan  Pembangunan  Melalui  Konscp  Garis  Kemiskinan,"  paper 
presented  to  the  Seminar  of  the  Indonesian  Association  for  Advancement  of  the  Social  Sciences 
(Himpunan  Indonesia  untuk  Perkembangan  Ilmu-ilmu  Sosial),  Bukittinggi,  September  1975. 

"Hendra  Esmara,  "Rencana  Pcrluasan  Kescmpatan  Kerja  dalam  Repelita  IV:  Scbuah 
Gagasan,"  in  Sumber  Daya  Manusia,  Kesempatan  Kerja  dan  Pembangunan  Ekonomi,  Prijono 
Tjiptoherijanto  et.  al.,  eds.  (Jakarta:  Lembaga  Penerbit  Fakultas  Ekonomi  Universitas  Indonesia, 
1982),  pp.  121-142. 
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a.  Based  upon  the  projected  development  of  gross  domestic  product  and  pro- 
ductivity; assuming  a  constant  growth  rate  of  7  per  cent  this  will  result  in 
some  21.5  million  partly  employed  people; 

b.  Assuming  a  rate  of  unemployment  during  Repelita  /K  similar  to  1980;  this 
will  result  in  some  21.3  million  people  being  partly  employed  with  a  con- 
stant growth  rate  of  7  per  cent; 

c.  Assuming  a  rate  of  unemployment  similar  to  1980  and  a  constant  produc- 
tivity, this  requires  a  growth  rate  in  excess  of  7  per  cent,  i.e.  8.13  per  cent; 

d.  A  decrease  of  the  rate  of  unemployment  to  2  per  cent,  while  productivity- 
increases;  this  requires  an  annual  growth  rate  of  8.41  per  cent. 

With  regard  to  the  growth  rates  assumed,  the  last  two  alternatives  seem  to 
be  the  least  feasible.  The  first  alternative  gives  a  projected  employment  oppor- 
tunity for  65.1  million  people,  leaving  6.6  million  people  still  jobless.  In  the 
case  of  the  second  alternative,  employment  could  be  made  available  for  68.8 
million  people,  with  only  2.9  milHon  still  unemployed.  From  the  viewpoint  of 
equity,  the  second  alternative  appears  much  more  appealing,  although  the  rate 
of  productivity  here  at  the  end  of  Repelita  /K  amounts  to  only  Rp  620,000.00 
per  worker,  as  compared  to  Rp  655,000.00  for  the  first  option.  However, 
Hendra  Esmara  reminds  us  that  approximately  two-thirds  of  all  employment 
opportunities  are  actually  in  the  informal  sector,  where  making  a  distinction 
between  those  employed  and  unemployed  is  rather  more  difficult. 

EAST  INDONESIA,  THE  STUDY  AREA^^ 

For  practical  purposes,  the  Eastern  part  of  Indonesia  in  this  article  will 
include  the  area  of  Indonesia  located  east  of  Kalimantan  (Borneo)  and  Java. 
The  region  covers  some  40  per  cent  of  Indonesia's  total  land  area,  with  a  share 
of  the  country's  total  population  amounting  to  15  per  cent.  In  strategic  terms, 
the  region  is  of  vital  importance.  It  borders  directly  upon  Papua  New  Guinea 
and  incorporates  the  new  province  of  East  Timor  (formerly  Portuguese 
Timor).  It  is  also  often  regarded  as  a  gateway  to  the  Southern  Philippines  and 
North  Australia. 

When  the  concept  of  regionalization  was  formally  implemented  under 
Repelita  II,  Hariri  Hady  noted  that  the  southern  part  of  East  Indonesia,  i.e. 


^"Cf.  Kustiah  Kristanto.,  "Perkembangan  Ekonomi  Wilayah  Indonesia  dan  Kesempatan  Kei- 
ja,"  in  Sumber  Daya  Manusia,  pp.  145-164;  Willem  H.  Makaiiwe,  "Perguruan  Tinggi,  Pengem- 
bangan  Wilayah  dan  Dunia  Usaha,"  Inaugural  Speech,  Management  &  Usahawan  Indonesia, 
No.  26  (1979),  pp.  13-23.  See  also  the  regional  surveys  by  Burhamzah,  Ruth  Daroesman, 
Makaiiwe,  Ross  Garnaut  and  CM.  Manning,  Ace  Partadireja  and  Makaiiwe,  published  in  the 
Bulletin  of  Indonesian  Economic  Studies  and  the  reports  by  the  Canadian  Development  Agency. 
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the  Lesser  Sunda  Islands,  including  the  provinces  of  Bali,  West  and  East  Nusa 
Tenggara  and  East  Timor,  is  actually  more  oriented  towards  the  city  of  Sura- 
baya (East  Java).^^  The  northern  part,  which  includes  the  provinces  on  Sula- 
wesi, Maluku  and  Irian  Jaya,  appears  more  oriented  towards  the  town  of 
Ujung  Pandang.^^As  indicated  in  Repelita  II,  the  latter  town  has  been 
designated  as  the  center  of  all  East  Indonesia,  except  Bali,  and  involves  three 
development  regions  and  nine  provinces. 

From  the  viewpoint  of  economic  growth,  some  indicators  might  be  pro- 
vided as  follows.  Following  Hendra  Esmara,  two  provinces,  Irian  Jaya  and 
Maluku,  which  are  relatively  rich  in  mineral  resources,  might  be  classified  as 
prosperity  areas  (type  a).  Southeast  Sulawesi  and  Bali  might  be  grouped  to- 
gether as  developing  distressed  areas  (type  b).  The  remaining  provinces  on 
Sulawesi,  in  addition  to  West  and  East  Nusa  Tenggara  and  East  Timor,  are 
still  in  the  stage  of  distressed  areas  (type  d).  East  Indonesia  apparently  does 
not  include  regions  of  the  c  type,  i.e.  potentially  distressed  areas. 

'  fV'As^^  inentioned  before,  the  concept  of  regionalization  is  also  designed  to 
level  out  inter-provincial  disparities.  According  to  Madjid  Ibrahim,  the  main 
issues  encountered  might  be  grouped  together  depending  upon  the  varying  local 
conditions  faced. In  the  case  of  Bali,  Java,  Madura  and  Lombok  population 
pressure  is  the  basic  problem,  indicating  that  factors  such  as  transmigration 
and  family  planning  should  be  given  first  priority.  The  outer  provinces,  on  the 
average,  have  abundant  land  and  natural  resources,  while  the  population  den- 
sity is  relatively  low,  particularly  in  Kalimantan  and  East  Indonesia.  Here, 
stress  should  be  given  to  extension  services  and  preparation  of  sufficient  in- 
frastructure. 

The  island  provinces  such  as  Maluku  face  particular  problems  as  a  large 
portion  of  the  population  depend  on  fishery  and  other  marine  resources. 
Similarly,  Irian  Jaya,  Indonesia's  largest  province,  having  a  population  den- 
sity of  only  2.7  per  sq  km  (1980  census),  has  to  face  resettlement  as  well  as 
communication  problems  for  a  large  number  of  isolated  regions,  in  addition  to 
its  relatively  low  level  of  development. 


^'Hariri  Hady,  "Tata  Wilayah  Ekonomi  Kawasan  Indonesia  Bagian  Timur,"  Prisma,  No.  2 
(February  1972),  p.  35. 

"Departemen  Penerangan  Republik  Indonesia,  Rencana  Peinhaiigiinan,  pp.  412-413;  Hariri 
Hady,  "Pembangunan  Daerali  dalam  Rcpclila  11,"  Prisma,  No.  2  (April  1974),  p.  63. 

2-^See  the  statement  by  Madjid  Ibraiiim  and  tlie  critical  comments  of  Mubyarto,  Kompas. 
4  December  1976,  p.  1  and  12.  Cf.  Mohammad  Hatta,  Prinsip  Ekonomi  dan  Pembangunan, 
Speech  delivered  at  Hasanuddin  University,  Ujung  Pandang,  1974,  pp.  9-10. 
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The  various  resources  available  to  develop  the  economic  potential  of  the 
area  include  manpower,  land  and  marine  resources.  In  addition  to  capital  as  a 
derived  factor  of  production,  these  constitute  important  ingredients  of  de- 
velopment. The  size  of  the  area,  the  density  and  distribution  of  population  and 
the  average  rate  of  growth  during  1971-1980  are  set  out  in  the  following  table: 


Table  2 

SIZE  OF  AREA,  DISTRIBUTION  AND  DENSITY  OF  POPULATION 
AND  RATE  OF  GROWTH  IN  EAST  INDONESIA,  1980 


Average  Growth 


Province 

Area 

Population 

Density  per 

Rate  of  Population 

sq  km 

(,000) 

sq  km 

1971-1980 

Irian  Jaya 

421,981 

1,146.2 

2.7 

2.43 

Maluku 

74,505 

1,407.0 

18.9 

2.90 

West  Nusa  Tenggara 

20,177 

2,724.0 

135.0 

2.30 

East  Nusa  Tenggara 

47,876 

2,721.8 

56.8 

1.91 

East  Timor 

14,000 

552.9 

39.5 

North  Sulawesi 

19,023 

2,091.2 

109.9 

2.21 

Central  Sulawesi 

69,726 

1,289.3 

18.5 

3.80 

South  Sulawesi 

72,781 

6,053.6 

83.2 

1.73 

Southeast  Sulawesi 

27,686 

943.3 

34.1 

3.14 

East  Indonesia 

767,755 

18.929.3 

24.6 

Indonesia 

1,904,569 

147,380.0 

77.4 

2.34 

Sources:  Kustiah  Kristanto,  "Perkembangan  Ekonomi,"  p.  146,  and  the  article  by  Labour 
Minister  Harun  Zain,  "Kebijaksanaan  Ketenagaan  di  Indonesia,"  in  Sumber  Daya 
Manusia,  p.  186  (average  growth  rates). 

The  data  are  taken  from  Biro  Pusat  Statistik,  Buku  Saku  Statistik  Indonesia  1977/78, 
Indikator  Sosial  1978.  and  Hasil  Sensus  1980. 


As  Table  2  shows,  only  three  provinces  in  Eastern  Indonesia  have  a  popula- 
tion density  exceeding  the  national  average,  while  four  provinces  experienced 
a  population  growth  rate  higher  than  the  national  average.  The  highest  rate 
was  observed  in  Central  Sulawesi,  the  lowest  in  South  Sulawesi. 

With  regard  to  the  agricultural  potential,  of  the  large  area  of  land  avail- 
able, reportedly  less  than  25  per  cent  is  currently  suitable  for  direct  cultivation. 
Some  provinces,  including  particularly  South  Sulawesi  and  West  Nusa  Teng- 
gara, have  a  good  potential  for  food  crops.  The  following  table  indicates  the 
area  of  East  Indonesia  available  for  cultiation. 
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Table  3 

ESTIMATION  OF  LAND  AVAILABLE  FOR  CULTIVATION  IN  EAST  INDONESIA 


Area  of  Land  Available  Agricultural  Agricultural  Land 

for  Cultivation'^  Land^'  Available  for 

Province    Intensification^' 

(.000  ha)            (%)  (,000  ha)  (%) 


Irian  Jaya 
Maluku 

West  Nusa  Tenggara 
East  Nusa  Tenggara 
East  Timor 
North  Sulawesi 
Central  Sulawesi 
South  Sulawesi 
Southeast  Sulawesi 


1,564.6''> 

44) 

4,916.2 

66 

680.6 

34 

1,473.5 

73 

461.7 

33 

683.3 

11 

711.0 

10 

1,672.5 

23 

•  532.5 

19 

64.6  4 

230.1  1 

430.2  50 
655.1  10 
375.8  44 
368.7  10 

284.6  16 
843.5  40 

154.7  20 


Source:    Kustiah  Kristanto,  "Perkembangan  Ekonomi,"  p.  148.  The  data  are  taken  from  the 
following  reports: 

''  The  Canadian  International  Development  Agency,  Sulawesi  Regional  Development 
Study  (Ujung  Pandang,  1979). 

^'  Biro  Pusat  Statistik,  Pertanian:  Jilid  I,  Sensus  Pertanian  1973  (Jakarta:  Biro  Pusat 
Statistik,  1976).  Includes  also  estate  land. 

Ibid.  Indicates  ratio  of  wet  rice  fields  (sawah)  and  agricultural  land,  assuming  that  in 
case  of  option,  sawah  will  be  intensified  first. 

Provisional  figures. 

In  addition  to  food  crops,  the  area  also  produces  cash  crops.  Most  out- 
standing among  these  are  coconut,  coffee,  cloves  and  nutmeg,  which  account 
for  approximately  60  to  70  per  cent  of  the  national  product. 

:  Jhe  large  area  of  dry  land  available  is  suitable  for  cattle  land  and  a  number 
of  projects  for  cattle  industry  have  been  initiated  with  foreign  assistance  (the 
World  Bank,  AustraUa,  Denmark,  etc.).  Although  currently  East  Indonesia 
provides  only  25  per  cent  of  the  total  cattle  population  of  the  country,  its  share 
is  expected  to  increase,  in  view  of  the  fact  that  the  absorptive  capacity  of  Java 
and  Bali,  currently  the  main  suppliers  of  cattle,  has  now  almost  reached  its 
point  of  saturation.  The  following  table  contains  some  data  on  the  livestock 
population  in  some  provinces  of  Eastern  Indonesia: 
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Table  4 

COMPARISON  OF  LIVESTOCK  POPULATION 
AND  AGRICULTURAL  LAND  IN  SOME  PROVINCES 
OF  EAST  INDONESIA,  1976 


Number 

Cows  and 

Ratio  of  Cattle  Population 

of  Farms 

Buffaloes 

Province 

(•000) 

('000) 

Per  1 ,000 

Per  Ha 

Per 

People 

Farm 

West  Nusa  Tenggara 

28L2 

343.9 

56 

0.48 

0.49 

East  Nusa  Tenggara 

365.5 

551.0 

161 

0.62 

1.10 

South  Sulawesi 

648.7 

826.4 

82 

0.67 

0.76 

Central  Sulawesi 

132.1 

128.0 

110 

0.42 

0.89 

Southeast  Sulawesi 

102.7 

22.6 

14 

0.07 

0.11 

North  Sulawesi 

217.7 

147.3 

75 

0.42 

0.67 

Indonesia 

14,375.5 

8,449.3 

47 

0.44 

0.43 

Source:    Adapted    from    Kustiah    Kristanto,    "The    Smallholder    Cattle  Econo- 
my   in    South    Sulawesi,"    Bulletin    of  Indonesian    Economic    Studies,  - 
Vol.  XVIII  (March  1982),  pp.  64,  Table  2. 


According  to  Table  4,  the  ratio  figures  for  the  cattle  population  in  the 
provinces  of  East  Indonesia  investigated,  with  the  exception  of  Southeast 
Sulawesi,  are  generally  in  excess  of  the  national  figures. 


With  regard  to  marine  resources,  supposed  to  be  abundant  in  this  region,  a 
division  should  be  made  into: 

a)  biological  resources; 

b)  mineral  resources; 

c)  energy  resources. 


Biological  resources,  for  instance,  include  fishery,  an  important  means  of 
livelihood  for  a  large  portion  of  the  population  of  Eastern  Indonesia.  The  total 
fishery  production  in  Indonesia  in  1979  amounted  to  more  than  1.7  million 
tons,  of  which  1.3  million  tons  consisted  of  sea  fishery  products.  The  export 
proceeds  of  fishery  increased  from  US$368,000  in  1965  to  US$223.8  million  in 
1979.  However,  the  recent  prohibition  of  trawl  fishery  in  Indonesian  waters 
has  reportedly  resulted  in  a  decline  of  production. 
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Forestry  products,  including  teak,  ebony  and  sandalwood,  constitute 
another  group  of  traditional  products  for  export  purposes  as  well  as  local  con- 
sumption. In  this  context,  it  should  be  borne  in  mind  that  exports  from 
Eastern  Indonesia  nowadays  account  for  only  10  per  cent  of  the  national  total. 
In  addition,  they  mainly  consist  of  traditional  soft  products. 

Presently,  a  number  of  mining  undertakings  have  been  started  in  East  In- 
donesia, including  the  provinces  of  South  and  Southeast  Sulawesi,  Maluku 
and  Irian  Jaya,  which  now  export  nickel,  copper  and  oil,  the  latter  being 
mainly  an  off-shore  milling  product.  Hendra  Esmara  points  out  that  the  areas 
in  question  actually  show  a  relatively  high  growth  rate  of  gross  domestic  pro- 
duct: 


Table  5 

ANNUAL  RATES  OF  GROWTH  OF  REGIONAL  GROSS  DOMESTIC  PRODUCT 
IN  EAST  INDONESIA,  1968-1972  (percentages) 


Province 

Growth  Rate 

Irian  Jaya 

16.2 

Maluku 

15.2 

West  Nusa  Tenggara 

2.6 

East  Nusa  Tenggara 

3.1 

North  Sulawesi 

-1.4 

Central  Sulawesi 

5.9 

South  Sulawesi 

3.5 

Southeast  Sulawesi 

8.4 

Indonesia,  average 

6.3 

Source:    Hendra  Esmara,  "Regional  Income  Disparities,"  Bulletin  of  Indonesian  Economic 
Studies,  Vol.  XI,  No.  1  (March  1975),  p.  54  (revised). 

Table  5  shows  that  three  provinces  in  East  Indonesia  are  included  in  the 
group  of  10  provinces  having  a  growth  rate  in  excess  of  the  national  average. 
Irian  Jaya  and  Maluku  are  actually  ranked  second  and  third,  respectively, 
after  East  Kalimantan  (25.0  per  cent).  At  the  other  end,  North  Sulawesi  is  the 
only  region  having  a  negative  rate  among  16  provinces  which  were  ranked 
below  the  national  figure. 

The  report  of  the  Regional  Income  Research  Group  of  Indonesia  which 
covers  the  period  from  1968  to  1976,  indicates  an  average  national  rate  of 
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growth  of  6.9  per  cent.  At  the  provincial  level,  averages  were  registered, 
ranging  from  3.4  per  cent  for  Bengkulu  to  21.8  per  cent  for  Irian  Jaya.^'* 
During  the  same  period,  a  number  of  12  provinces  reportedly  had  per  capita 
incomes  in  excess  of  the  national  average.  The  regional  gross  domestic  product 
figures  discussed  here  do  not  include  oil  income,  because  of  the  impact  of  the 
oil  industry  on  other  economic  sectors. 

Using  shift-share  analysis  to  identify  progressing  and  depressed  regions  in 
Indonesia  during  the  1968/1976  period,  Lucas  classified  Central  Sulawesi  as  a 
progressing  province.  The  provinces  of  West  and  East  Nusa  Tenggara,  North 
and  South  Sulawesi,  were  classified  as  depressed  regions. 


NATIONAL  INEQUALITY,  POPULATION  MOVEMENT  AND  DE- 
VELOPMENT 

In  1975  Hendra  Esmara  hypothesized  that  regional  disparities  might  de- 
cline if  population  moved  from  poor  to  rich  regions.  He  concluded  that  due  to 
lack  of  data,  the  extent  of  such  shifts,  if  any,  could  not  be  measured  for  the 
period  covered  in  his  RGDP  estimates.  These  population  growth  rates  did 
show  a  positive,  if  low  correlation  of  0.40  with  per  capita  RGDP  for  1968  (at 
1969  prices)  and  of  0.21  with  growth  rates  of  RGDP.  According  to  Hendra 
Esmara,  this  denotes  a  weak  tendency  for  population  to  grow  faster  in  higher 
level  regions  with  faster  growth  of  incomes  and  to  grow  more  slowly  in  regions 
with  low  levels  and  slower  growth  of  incomes.  Yet  migration  between  regions 
was  considered  rather  small  with  little  impact,  if  any,  on  reducing  regional 
disparities.^^ 

Shortly  afterwards,  Sundrum  reported  the  results  of  his  research  on  inter- 
provincial  population  movement  in  Indonesia. ■^'^  Though  his  analysis  was 
mainly  concerned  with  the  traditional  transmigration  to  Sumatra,  his  findings 
could  be  applied  as  well  to  other  provinces. 


^Kelompok  Pendapatan  Regional  Indonesia,  Perhitungan  Pendapatan  Regional  Indonesia 
1968- 1976  (Jakarta:  Kelompok  Pendapatan  Regional  Indonesia,  1978),  p.  11. 

^'E.C.  Lucas,  "Identifying  Depressed  Regions  and  Declining  Industries  in  Indonesia,"  paper 
submitted  to  the  Third  Biennial  Meeting  of  the  Agricultural  Economics  Society  of  Southeast  Asia, 
Kuala  Lumpur,  27-29  November,  1979. 

^^Hendra  Esmara,  "Regional  Income  Disparities,"  pp.  55-56. 

^''R.M.  Sundrum,  "Inter-provincial  Migration,"  Bulletin  of  Indonesian  Economic  Studies, 
Vol.  XII,  No.  I  (March  1976),  pp.  70-92. 
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Table  6 


LIFETIME  MIGRATION  RATES  IN  EAST  INDONESIA,  1971 
(as  percentages  of  enumerated  population) 


Province 


In-migration 


Out-migration 


Net  Migration 


Irian  Jaya 
Maluku 

West  Nusa  Tenggara 
East  Nusa  Tenggara 
North  Sulawesi 
Central  Sulawesi 
South  Sulawesi 
Southeast  Sulawesi 
Indonesia 


22.29 
3.88 
1.52 
0.45 
2.84 
5.58 
1.29 
3.63 
4.82 


4.29 
3.36 
0.58 
1.14 
3.55 
3.75 
4.67 
4.31 
4.82 


18.00 
0.52 
0.94 

-  0.69 

-  0.71 
1.83 

-  3.38 
-0.68 

0.00 


Source:    Adapted  from  R.M.  Sundrum,  "Inter-provincial  Migration,"  p.  73. 

Table  6  shows  that  of  13  provinces  having  a  negative  net  migration,  four 
are  located  in  Eastern  Indonesia.  Irian  Jaya,  which  has  the  highest  surplus  in 
this  area,  at  the  national  level  ranks  third,  after  Jakarta  (36.74  per  cent)  and 
Lampung  (35.93  per  cent).  The  high  outward  migration  from  South  Sulawesi 
constitutes  a  separate  feature,  having  a  rather  long,  centuries-old  historical 
record  (see  footnote  33).  This  province  ranked  fifth  among  the  regions  show- 
ing an  outflux  exceeding  influx  of  population. According  to  Sundrum's 
findings,  the  most  important  stream  of  migration  was  that  flowing  into  Ja- 
karta (about  40  per  cent  of  all  lifetime  migrants),  followed  by  that  flowing  into 
Lampung  (accounting  for  another  24%).  The  rest  of  inter-provincial  migra- 
tion was  mostly  short-range  migration  to  provinces  recently  experiencing 
rather  high  rates  of  development. 

Lucas  has  extended  his  investigations  by  focussing  upon  employment 
aspects. He  found  that  regions  which  could  be  termed  as  having  progressed 
actually  experienced  negative  employment  shifts.  His  computations  reveal  that 
this  is  mainly  caused  by  negative  comparative  advantages  of  the  regions  in- 
volved, in  terms  of  economic  and  business  environment.  In  other  words,  the 
sum  of  factors  such  as  natural  and  physical  endowments,  institutional  sup- 
port, in  addition  to  the  economic  and  social  climate,  was  less  favorable  for  the 
development  of  secondary  and  tertiary  industries,  which  as  a  rule  are  more 


^^Cf.  W.H.  Makaliwe,  "An  Economic  Survey  of  South  Sulawesi,"  Bulletin  of  Indonesian 
Economic  Studies.  Vol.  V,  No.  2  (July  1969),  p.  18. 

^'E.C.  Lucas,  "Regional  and  Industrial  Shifts  in  Employment  in  Indonesia,  1971-1976," 
paper  presented  to  a  staff  seminar  at  the  Faculty  of  Social  Sciences  and  Arts,  Hasanuddin  Univer- 
sity, Ujung  Pandang,  July  1981. 
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labor  absorptive.  The  outcome  will  be  reflected  by  a  negative  regional  share 
growth  or  RSG.^^ 

Regions  classified  as  distressed  but  experiencing  positive  employment  shifts 
actually  show  a  faster  development  of  employment  in  tertiary  than  in  second- 
ary industries.  Examples  are  South  Sulawesi,  North  Sulawesi  and  West  Nusa 
Tenggara,  which  are  all  depressed  provinces  with  positive  employment  shifts. 

In  this  context,  the  question  arises  whether  labor  is  actually  pulled  to  the 
tertiary  sector  on  account  of  rapidly  increasing  development  activities  (re- 
flected further  by  an  increasing  demand  for  services),  or  rather  pushed  there 
because  of  the  supply  of  labor,  which  far  exceeds  the  demand  in  the  traditional 
agricultural  sector.  This  latter  feature  constitutes  a  danger,  as  the  income  level 
of  this  excess  labor  might  be  lower  than  the  industrial  sector  and  even  lower 
than  the  rural  sector. 

Lucas  et  al.  conclude  that  during  the  five  year  period  of  1971  to  1976, 
employment  appears  to  have  shifted  in  geographical  terms  from  the  island  of 
Sumatra  in  the  west  and  the  island  provinces  of  Maluku,  Irian  Jaya  and  East 
Nusa  Tenggara  in  the  east  towards  the  central  islands  of  Java,  Kalimantan 
and  Sulawesi. The  flow  to  Java  is  basically  caused  by  positive  components  of 
Industrial  Mix  Growth  (IMG)  and  RSG  on  this  island,  and  the  outflux  of  labor 
from  Sumatra  and  the  influx  in  Kalimantan  and  Sumatra  is  caused- by  positive 
RSG  and  negative  IMG  components,  respectively.  In  addition,  the  loss  of 
labor  from  the  other  provinces  in  Eastern  Indonesia  is  also  due  to  negative 
components  of  IMG  as  well  as  RSG. 

Inter-provincial  shifts  in  employment,  such  as  observed  on  the  island  of 
Sulawesi  from  Central  Sulawesi  to  Southern,  Southeastern  and  Northern 
Sulawesi  are  due  primarily  to  the  negative  IMG  and  RSG  components  in  Cen- 
tral Sulawesi. 

Industrial  shifts  have  been  reported  mainly  for  the  agricultural  sector. 
Although  agriculture  still  provided  for  sixty-two  per  cent  of  total  employment 
in  1976,  labor  absorption  in  this  sector  has  actually  declined  relative  to  other 
sectors  of  the  Indonesian  economy.  Summing  up,  agriculture  has  lost  ap- 
proximately 1.2  million  employment  to  manufacture  (which  increased  less 
than  one  million),  to  trade  (which  increased  almost  2.0  million)  and  to  services 
(which  increased  by  approximately  one  third  of  a  million).  On  the  other  hand. 


^°See  further  the  papers  by  Kustiah  Kristanto  and  E.G.  Lucas  mentioned  in  footnotes  20  and 
29,  respectively. 

^'Lucas,  Kristanto  and  C.C.  Lu,  "Regional  and  Industrial  Shifts  in  Employment  in  Indonesia, 
1971-1976,"  paper  submitted  for  presentation  at  the  57th  Annual  Western  Economic  Association 
Conference,  Los  Angeles,  July  15-19,  1972. 
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the  employment  losses  observed  in  other  industries,  such  as  electricity  and 
finance,  are  difficult  to  explain  in  the  light  of  Indonesia's  recent  achievements 
in  developing  and  modernizing  its  industries. 

In  response  to  questions  raised  about  his  methodology,  Lucas  has  pointed 
out  that  his  analysis  is  mainly  based  on  a  deterministic  model  of  migration, 
assuming  that:  (a)  the  rate  of  migration  is  determined  by  purely  objective 
economic  conditions,  and  (b)  that  the  individuals  involved  are  acting  solely  as 
rational  economic  human  beings. It  was  further  assumed  that  geographical 
shifts  at  the  int'er-provincial  level  were  in  response  to  economic  incentives. 

The  following  tables  contain  a  synopsis  of  the  data  analyzed  by  Lucas  et 
al.,  which  have  been  adapted  and  rearranged  for  Eastern  Indonesia. 

Table  7 


REGIONAL  SHIFTS  IN  EMPLOYMENT  EAST  INDONESIA,  1971-1976 


Employment 

Components  of  Change 

Island  and  Provinces 

Change 

1971 

1976 

NO 

I.MG 

RSG 

NS 

Island  of 

Number 

2,503,620 

2.906,033 

402,413 

366,792 

-  69,079 

104,699 

35.620 

Sulawesi 

Per  cent 

100.00 

166.09 

16.06 

14.64 

-  2.76 

4.18 

1.42 

North 

Number 

516,265 

610,978 

94,713 

75.634 

-  32,435 

51,514 

19,079 

Per  cent 

100.00 

118.35 

18.35 

14.65 

-  6.28 

9.98 

3.70 

Central 

Number 

324,904 

336,836 

11,932 

47,600 

-  15,260 

-20,409 

-  35,669 

Per  cent 

100.00 

103.67 

3.67 

14.65 

-  4.70 

-  6.2S 

-  10.98 

South 

Number 

1,411,327 

1,625,777 

214,450 

206,767 

-  9,122 

-  16,805 

7,684 

Per  cent 

100.00 

115.19 

15.19 

14.65 

-  6.65 

7.19 

.54 

Southeast 

Number 

251,124 

332,442 

81.318 

36.791 

-  12,262 

56,789 

44,524 

Per  cent 

100.00 

132.38 

32.38 

14.65 

-  4.88 

22.61 

17.73 

Other 

Number 

2,803.798 

2,152,065 

-  651,733 

410.767 

-  80,558 

-981,942  - 

1,062,300 

Islands 

Per  cent 

100.00 

76.75 

-  23.25 

14.65 

-  2.87 

-  35.02 

-  37,89 

Bali 

Number 

732.736 

936,201 

203,465 

107,351 

-  6,477 

102,591 

96,114 

Per  cent 

lOO.OO 

127.77 

27.77 

14.65 

-  .88 

14.00 

13.12 

West  Nusa  Tcnggara 

Number 

711.187 

1,001,097 

289.910 

KM.  188 

26,166 

159.356 

185,722 

Per  cent 

100.00 

140.76 

40.76 

14.65 

-  3.68 

22.43 

26.11 

East  Nusa  Tenggara 

Number 

980,758 

175.184 

-  805,574 

143.684 

-  47,500 

-  901.758 

-  949,258 

Per  cent 

100.00 

17.86 

-  82.14 

14.65 

-  4.84 

-91.95 

-96.79 

Maluku 

Number 

332,004 

22,881 

-  309,123 

48.640 

■  53,627 

-  304,136 

-  357,763 

Per  cent 

100.00 

6.89 

-  93.11 

14.65 

-  16.15 

-  91.61 

-  107.76 

Irian  Jaya 

Number 

47,113 

16,702 

-  30.411 

6.9tW 

880 

-  38.195 

-  37,315 

Per  cent 

lOO.(K) 

35.45 

-  fv4.55 

14.65 

-  1.87 

-  81.07 

-  79.20 

Indonesia 

Number 

41,261,196 

47,306,254 

6,045.058 

6.(M5.05« 

Per  cent 

l(X).(X) 

1 14.65 

14.65 

14.65 

0 

0 

0 

"Letter  by  Luca.s  dated  May  7,  1982,  in  response  to  comments  and  letters  by  Makaliwe  and 
Sjafrizal  dated  April  27,  1982,  and  April  20,  1982,  respectively. 
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Finally,  it  may  be  noted  that  the  findings  of  a  recent  paper  by  Zainal 
Abidin  Farid  and  Makaliwe,  using  data  from  the  Rural  Research  and  De- 
velopment Center  of  Hasanuddin  University  on  population  movement  from 
South  Sulawesi  to  other  provinces  of  Indonesia,  seem  to  confirm  the  conclu- 
sions reached  by  Lucas,  Sundrum,  et  al.^^  Of  a  number  of  respondents  in- 
vestigated during  field  surveys  in  South  Sumatra,  East  Kahmantan,  Southeast 
Sulawesi  and  Irian  Jaya,  22.9  per  cent  were  originally  farmers  in  South  Sula- 
wesi, whereas  only  14.1  per  cent  continued  to  undertake  the  same  occupation 
after  having  moved  to  other  regions. 


SUMMARY 

This  article  discusses  some  aspects  of  the  archipelagic  outlook,  national 
defence,  regional  development  and  employment  in  Eastern  Indonesia.  Some 
basic  conceptions  on  regionalization  have  been  brought  forward,  in  addition 
to  aspects  of  human  and  natural  resources,  and  employment  shifts  during  the 
last  decade. 

It  will  be  noted  that  for  many  reasons  ~  geographic,  economic,  historical  ~ 
the  rapidly  changing  picture  of  development  in  Eastern  Indonesia  is  a  very 
complex  one.  It  is  hoped  that  through  such  discussions  as  this,  better  under- 
standing and  greater  attention  will  be  generated  regarding  the  issues  dealt  with, 
such  as  development  and  employment. 


^^Zainal  Abidin  Farid  and  Willem  H.  Makaliwe,  "Passompe*  Ugi'  -  Mangicasa',  Some  Notes 
on  Bugis-Makassar  Migration,"  unpublished  paper,  Hasanuddin  University,  Ujung  Pandang, 
1982. 


Indonesia's  Mining  Production,  1983 


Achmad  PRIJONO 


Indonesia  enjoyed  a  healthy  economic  growth  until  late  1981,  but  in  1982 
the  worldwide  recession  seriously  affected  the  country  and  the  growth  fell  to 
an  estimated  4-5  per  cent  for  the  year.  Nevertheless,  the  average  growth  rate 
over  the  past  five  years  has  been  7  per  cent  with  a  peak  of  9.6  per  cent  in  1980 
and  remarkable  7.6  per  cent  in  1981. 

Total  Indonesian  exports  dropped  for  the  first  time  by  some  11-12  per  cent, 
mainly  due  to  faUing  revenues  from  the  oil  sector  following  the  substantially 
reduced  export  of  crude.  Exports  from  the  non-oil  sector  fell  sharply  to  less 
than  $4  billion.  The  metallic  minerals  sector  dropped  from  a  level  of  around 
$800  miUion  in  1981  to  about  $625  million.  Total  mineral  commodity  exports, 
including  oil  and  gas,  amounted  to  $15.9  billion,  about  $1  bilHon  below  1981. 

The  tin  industry,  Indonesia's  main  metal  industry,  suffered  a  severe  set- 
back with  the  export  cutbacks  imposed  by  the  International  Tin  Council 
during  1982.  The  nickel  industry  was  severely  affected  as  prices  fell  from  a 
level  of  $3/lb  at  the  end  of  1981  to  around  $1.6  -  1.8/lb  at  the  end  of  1982. 
In  the  first  months  of  1983,  prices  fell  even  further.  Reduced  demand  forced 
PT  INCO  Indonesia  to  resort  to  a  sharp  reduction  of  capacity  by  operating 
only  one  of  its  three  production  lines.  Losses  were  reduced  to  $61  million  from 
$70  million  in  1981  and  interest  charges  are  reported  to  represent  at  least  $50 
million  of  this  loss. 

With  Japan's  iron  and  steel  industry  working  far  below  capacity,  Aneka 
Tambang's  nickel-ore  exports  decreased  by  more  than  130,000  t  and  prices 


This  article  is  also  published  in  Mining  Annual  Review,  1983.  Achmad  Prijono  is  currently 
President  Director  of  PN  Tambang  Batubara. 
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fell  from  $1,685  to  $l,290/t  nickel  on  a  dry  ore  basis.  As  reported  in  Mining 
Annual  Review  1982,  bauxite  exports  were  drastically  reduced  because  of  the 
closure  of  aluminium  plants  in  Japan.  Exports  in  1982  totalled  only  700,000  t 
against  a  normal  level  of  1.2  Mt. 

The  sharply  reduced  export  revenues  from  ferro-nickel  ingots,  bauxite  and 
nickel  ore,  three  of  Aneka  Tambang's  strongest  income  earners,  have  had  a 
serious  impact  on  the  company's  financial  position.  Against  this,  however, 
has  been  the  first  export  of  16,000  t  of  aluminium  ingots  in  1982  from 
PT  INALUM's  Kuala  Tanjung  harbour,  Asahan,  North  Sumatra. 

The  coal  sector,  which  has  already  made  great  strides  recently,  increased  its 
production  by  some  37  per  cent  in  1982.  There  are  also  three  new  cooperation 
contracts  for  coal  development  in  East  and  South-east  Kalimantan,  bringing 
the  total  of  signed  contracts  with  foreign  companies  up  to  six  at  the  end  of  the 
year. 


OIL  AND  GAS 

The  upward  trend  of  crude  oil  output  in  1981  was  reversed  in  1982  due  to 
the  production  cutback  imposed  by  OPEC  in  March  1982.  The  Indonesian 
production  allotment  was  1.3  Mbbl/d.  The  overall  OPEC  production  ceiling 
of  17.5  Mbbl/d  was  imposed  to  uphold  the  $34/bbl  bench-mark  price  for 
Arabian  light  crude.  However,  a  slight  adjustment  at  the  end  of  the  year  in  the 
differential  price  of  Indonesian  crude  amounting  to  ±  2.7  per  cent  of  the 
overall  crude  price  was  inevitable.  Consequently,  crude  production  in  1982 
dropped  to  1.34  Mbbl/d  against  1.6  Mbbl/d  in  the  preceding  year.  Total  1982 
production  was  488.36  Mbbl  (the  lowest  since  1975)  against  585  Mbbl  the  year 
before. 

Export  proceeds  from  crude  and  oil  products  dropped  to  $1 1.3  billion  and 
$1.3  billion  respectively,  yielding  a  total  of  $12.6  billion  for  the  year  against 
$15.3  biUion  in  1981.  In  this  context,  it  is  noteworthy  that,  in  1982,  a  consider- 
able shift  occurred  in  the  production  share  as  between  the  Contract  of  Work 
companies  (Caltex,  C'alasiatic  &  Topco  and  Stanvac)  and  those  companies 
working  on  a  production  sharing  basis. 

The  P-S  companies'  production  overtook  that  of  the  C-o-W  companies  as 
early  as  1980  and  it  now  represents  55.3  per  cent  of  overall  Indonesian  product- 
tion  as  against  39  per  cent  by  the  C-o-W  companies.  Top  producers  among  the 
P-S  companies  during  1982  were  ARCO,  IIAPCO  and  INPAX,  all  three 
achieving  outputs  above  100,000  bbl/d. 
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A  small  compensation  against  the  overall  decline  in  the  oil  sector  is  the  in- 
crease in  the  exports  of  LNG.  These  went  up  from  18.6  Mm^  to  19.55  Mm^ 
valued  at  $2.64  billion,  a  gain  of  some  $150  million  over  1981.  LNG  is  Indone- 
sia's new  "glamour"  export  product.  The  country  now  controls  one-third  of  the 
world's  LNG  exports  and  Indonesia  has  replaced  Algeria  as  the  world's  leading 
exporter.  Indonesia's  oil  export  revenues  are  expected  to  decline  in  the  coming 
years  reflecting  the  country's  growing  domestic  oil  consumption,  and  LNG  ex- 
port earnings  are  widely  expected  to  compensate  for  this  possible  decline. 

With  the  construction  of  an  additional  two  trains  in  Bontang,  East  Kali- 
mantan, and  another  two  in  Arun,  North  Sumatra,  currently  being  im- 
plemented, LNG  production  capacity  will  increase  by  another  6.6  Mt  by 
January  1984,  bringing  the  total  to  some  14.5  Mt  with  ±  $4.7  billion/y  in  ex- 
pected export  revenues.  A  further  train  is  being  prepared  in  Arun  for  the 
supply  of  2  Mt  of  LNG  to  the  RepubUc  of  Korea,  probably  by  1986. 

Despite  the  recession  and  the  gloomy  picture  in  the  world  oil  market, 
foreign  companies  in  the  oil  sector  are  still  anxious  to  invest  in  Indonesia. 
A  record  number  of  13  oil  production  sharing  contracts  were  signed  in  1982 
between  Pertamina  and,  respectively,  Tesoro  Tarahan,  Line  Indonesia  Inc. 
-  Getty  Oil  Inc.,  Mobil  Semayang  Inc.,  Elf  Aquitaine  Indonesia  Ritan,  Elf 
Aquitaine  Indonesia  Marway,  Union  Texas  Java  Inc.,  Amoco  Indonesia  — 
Lombok  Petroleum  Co.,  Jackson  Kutei  Basin  Exploration  Co.,  Indonesia 
Petroleum  Ltd.  (Intec),  Hudbay  Oil  Int.  Ltd.  ~  Pensil  Asiatic  Inc.  ~  Husky 
Oil  Madura,  Sceptre  Resources  Ltd.  (Block  A),  Sceptre  Resources  Ltd.  (Block 
B),  and  finally  Promei  Arafura  Ltd. 

This  continued  activity  in  the  search  for  more  oil  in  Indonesia  may  be  at- 
tributed to  the  fact  that  the  discovery  rate  for  oil  in  Indonesia  continues  to  be 
high.  In  1981,  for  instance,  of  the  244  exploration  wells  completed,  including 
wildcats  and  appraisal  wells,  1 1 1  struck  oil  or  gas.  This  45  per  cent  success 
ratio  matched  that  of  1980.  In  1982,  a  total  of  284  wells  were  programmed  to 
be  completed  with  an  exploration  budget  of  around  $1.1  billion. 

Various  project  agreements  were  signed  in  1981  in  the  oil  and  gas  sector; 
these  included  three  large  refinery  expansions,  two  LNG  plant  expansions  and 
four  huge  petrochemical  projects.  Only  one  project  agreement  of  the  same 
magnitude  was  concluded  in  1982  -  the  Musi  Refinery  Plant  in  Plaju,  South 
Sumatra.  The  contract,  signed  in  November  1982  by  the  National  Oil  Com- 
pany Pertamina  and  consortium  of  four  Japanese  companies  (Japan  Gasoline 
Corp.,  C.  Itoh  Co.,  Nissho  Iwai  Corp.  and  Far  East  Oil  Trading  Co.),  involves 
a  sum  of  273  billion  yen  -  about  $1  billion.  This  Musi  Refinery  Plant  is  pro- 
jected to  produce  the  required  amount  of  naphtha  to  be  used  as  feed  for  the 


76 


THE  INDONESIAN  QUARTERLY,  Xl/4 


Aromatic  Centre,  now  under  construction.  In  addition,  it  will  produce  pro- 
pylene to  supplement  the  existing  polypropylene  plant  in  Plaju  which  lacks 
sufficient  capacity  and  -  last  but  not  least  -  improve  overall  efficiency  of  the 
agiiig  Sungai  Gerong  and  Plaju  refining  plants. 

COAL 

The  development  of  the  coal  sector  over  the  past  year  made  rapid  progress 
with  the  continued  influx  of  foreign  investors  working  under  a  specific  co- 
operation contract  with  FN  Tambang  Batubara,  the  state  coal  enterprise. 
These  companies  embarked  on  a  large-scale  survey  and  exploration  pro- 
gramme in  the  coal  basins  of  East  and  South-east  Kalimantan.  Following  the 
first  group  of  three  companies  (contractors)  which  signed  a  cooperation  con- 
tract with  FN  Tambang  Batubara  in  November  1981,  three  others  followed 
suit  in  1982: 

1.  A  joint  venture  of  CRA  and  BF  formed  an  Indonesian-based  company 
called  FT  Kaltim  Frima  Coal; 

2.  A  Repubhc  of  Korea  consortium  formed  a  local  company,  FT  Kideco  Jaya 
Agung;  and 

3.  The  Spanish  state  coal  company,  Enadimsa,  formed  the  local  company 
FT  Adaro  Indonesia. 

Negotiations  were  also  held  in  1982  with  a  joint  venture  between  Mobil  Oil 
and  Nissho  Iwai  which  opted  for  an  area  in  the  Berau-area,  East  Kalimantan. 
The  draft  agreement  was  initialled  by  the  parties  concerned  in  November  1982, 
and  signing  is  expected  to  be  implemented  in  the  first  quarter  of  1983. 

The  six  areas  allocated  to  the  foreign  contractors  cover  a  total  area  of 
around  4  Mha.  Geological  and  exploration  reports  have  been  very  encouraging 
to  date.  FT  Arutmin  Indonesia,  active  in  Block  VI,  the  Senakin  Peninsula 
(South-east  Kalimantan),  has  delineated  and  confirmed  sizeable  reserves  of 
nearly  flat,  thick  seams  (±  6  m)  of  Eocenic  hard  coal.  Three  other  coal 
prospects  have  been  found  at  different  locations  more  inland  close  to  the 
western  border  of  the  contract  area.  At  the  end  of  the  year,  some  76  holes  had 
been  drilled  in  the  Senakin  area  and  present  estimates  indicate  at  least  150  Mt 
of  hard  coal  with  a  6  m  thick  main  seam.  It  is  dipping  slightly  and  is  apparently 
amenable  to  open-pit  methods. 

FT  Utah  Indonesia,  the  northern  neighboui  in  Block  V,  encountered 
numerous  outcrops  of  a  thick  (between  4  and  7  m)  moderately  inclined  seam 
stretching  over  40  km  in  north-south  direction  located  west  of  Tanah  Grogot 
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(the  Pasir  region).  To  further  delineate  and  confirm  the  reserves,  an  intensive 
drilling  programme  is  planned  for  1983.  Both  companies  have  entered  the  Ex- 
ploration Period  and  have  consequently  relinquished  40  per  cent  of  their 
original  areas.  Feasibility  studies  may  begin  soon. 

The  area  investigated  by  AGIP  Carbone  and  Consolidation  Coal  in  Block  I 
near  the  border  with  Sabah  and  in  Block  IV  along  the  Mahakam  river  also  pro- 
mises great  potential  with  hundreds  of  outcrops  showing  up.  In  Block  I  a  series 
of  four  coal  seams  were  founded  between  the  Sata^i  and  Sesilaw  rivers,  the 
thickest  of  which  are  between  2.5  and  5  m  and  with  a  heating  value  between  26 
MJ/kg  and  32  MJ/kg.  A  driUing  programme  will  be  commenced  after  the  mid- 
dle of  1983  to  further  confirm  the  reserves. 

The  Korean  team,  which  started  in  September  1982,  has  already  completed 
6,000  m  of  drilling  in  the  Koman  area.  Reportedly,  thick  seams  of  up  to  15  m 
had  been  located.  In  1983  drilling  activities  will  be  focused  on  the  Batukajang 
area  more  towards  the  south-east,  where  numerous  outcrops  have  been  iden- 
tified. 

Several  outcrops  of  prospectively  thick  seams,  with  moderate  dip,  have 
been  reported  by  PT  Kaltim  Prima  Coal  at  the  northern  part  of  its  two 
allocated  areas:  the  Lembak  Block  in  Block  III,  in  the  north  and  south  part  of 
the  Bengalon  river.  The  area  south  of  the  Bengalon  river,  on  the  west  flank  of 
the  Pinang  dome,  showed  five  outcrops  of  seams  with  a  thickness  between  4 
and  8  m  over  a  distance  of  5  km. 

The  two  operating  mines,  Ombilin  in  West  Sumatra  and  Bukit  Asam  in 
South  Sumatra,  increased  coal  production  considerably  in  1982.  Total  produc- 
tion from  both  mines  was  480,290  t,  an  increase  of  37  per  cent  over  the 
previous  year's  output  of  350,350  t.  Ombilin,  with  a  production  of  302,572  t, 
recorded  its  first  profit  of  1.2  billion  rupiahs.  The  rapid  development  of  the 
cement  industry  and  the  construction  of  several  coal-fired  power  plants  (in- 
cluding the  Suralaya  plant  in  West  Java,  2,800  MW  in  1990,  and  the  Paiton 
plant  in  East  Java,  800  MW  in  1990)  has  obliged  the  government  to  undertake 
an  urgent  programme.  This  will  boost  production  from  its  fully  owned  coal 
mines,  Ombilin  and  Bukit  Asam,  quite  aside  from  the  development  involving 
foreign  investment  in  Kalimantan. 

To  increase  production  from  Ombilin,  West  Sumatra,  a  programme  in- 
volving the  investment  of  $129  million  has  been  initiated  involving  two  de- 
velopment projects: 

1.  To  increase  production  from  the  current  level  of  300,000  t  to  750,000  t  by 
1985.  This  is  currently  being  implemented  and  the  tender  for  equipment  is- 


78 


THE  INDONESIAN  QUARTERLY,  XI/4 


sued  in  early  1982  resulted  in  the  assignment  of  Dowty  Meco  from  the  U.K. 
and  C.  Itoh  from  Japan  to  supply  underground  equipment  for  a  mechan- 
ized long-wall  face  and  heavy  equipment  for  an  open-pit  mine  operation. 

2.  To  develop  the  entirely  new  Waringin  underground  mine,  where  seams  are 
located  at  a  depth  of  some  500-600  m.  Ultimate  production  from  this  mine  is 
projected  at  600,000  t/y  towards  the  end  of  the  decade.  Initial  drilHng  in  the 
Waringin  area  was  carried  out  by  JICA  (Japan  International  Agency)  and 
the  Directorate  for  Mineral  Resources  some  years  ago  resulting  in  a  mine 
development  study  prepared  by  JICA. 

The  World  Bank,  which  showed  renewed  interest  in  the  Waringin  project 
and  expressed  its  readiness  to  finance  a  bankable  feasibility  study,  has  required 
additional  core-drilling  on  the  mine  area.  Since  a  delay  in  development  is 
therefore  foreseen,  a  prospective  nearby  deposit,  the  Parambahan  area,  which 
is  apparently  amenable  for  open-pit  mining,  is  being  considered  for  early  de- 
velopment. Negotiations  are  being  conducted  with  a  Korean  group,  which  had 
filed  in  a  Letter  of  Intent,  expressing  its  desire  to  develop  and  mine  the  Param- 
bahan deposit,  acting  as  contractor  for  PN  Tambang  Batubara.  A  feasibility 
study  is  currently  being  conducted  by  the  consulting  firm  Longworth- 
McKenzie-CMPS  to  check  the  coal  reserves  of  Parambahan  and  prepare  a 
mine  operation  plan  for  500,000  t/y.  Production  from  the  mine  is  required  to 
fill  in  expected  shortages  in  the  mid-1980s  when  Indarung's  Cement  Units 
IIIB,  IV  and  V  and  the  Madura  Cement  Plant  will  be  coming  on  stream. 

The  integrated  Bukit  Asam  project,  required  to  supply  2.25  Mt/y  of  coal  to 
the  Suralaya  power  plant  by  1986,  has  the  following  components:  (1)  The  Air 
Laya  open-pit  at  Bukit  Asam  in  South  Sumatra  with  a  production  capacity  of 
at  least  3  Mt/y  by  1986;  (2)  Adjacent  town  facilities  for  the  mine  employees; 
(3)  A  unit  train  coal  haulage  system  operating  between  the  mine  and  the 
Tarahan  Terminal  in  the  Lampung  Bay  (near  Panjang);  (4)  A  coal  stockyard 
and  loading  terminal  at  Tarahan;  (5)  A  self-unloading,  special  purpose  vessel 
for  sea  transport  across  the  Sunda  Strait,  ferrying  between  Tarahan  and  Sura- 
laya; and  (6)  an  up-grading  of  railway  rolling  stock  and  the  existing  Kertapati 
Coal  Terminal  near  Palembang  to  improve  transportation  and  handling 
facilities  of  coal  destined  for  Bangka  or  for  export. 

Project  management  for  the  Air  Laya  mine  development,  including  surface 
facilities,  has  been  assigned  to  BAMCO  (a  joint  venture  between  Rheinbraun/ 
Morrison  Knudsen  and  The  Bukil  Asam  Mining  Co.),  while  the  local  company 
PT  Encona  functions  as  project  management  consultant  for  the  townsite.  A 
government  appointed  coordinating  body,  Pokkorlak,  supervises  and  co- 
ordinates the  several  activities  of  the  integrated  project  with  the  assistance  of 
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MCS  Consultants.  Pokkorlak  in  turn  reports  to  KP5BA,  a  governmental 
Steering  Committee  consisting  of  senior  officials. 

Current  production  at  Bukit  Asam  has  shifted  to  the  more  western  located 
Muara  Tiga  mine  area  where  most  of  the  production  from  PT  Tambang  Batu- 
bara  Bukit  Asam  (178,415  t  in  1982)  has  its  origin.  The  present  plan  is  to 
develop  the  Muara  Tiga  mine  at  the  rate  of  20,000  t/month  and  from  the  mid- 
dle of  1984  to  1986  at  a  rate  of  some  60  to  70,000  t/month,  primarily  to  meet 
the  demands  of  existing  customers,  but  also  to  establish  a  stockpile  at  the 
Tarahan  port  to  supply  Suralaya  before  the  Air  Laya  mine  begins  production. 

The  current  forecast  of  the  total  project  cost  is  $1,251  million  compared  to 
the  original  and  current  budget  of  $1,185  million.  Nearing  finalization  are 
negotiations  with  World  Bank  to  stage  a  large-scale  exploration  programme 
on  the  other  coal  prospects  in  South  Sumatra  outside  Air  Laya  such  as  NW 
Bangko,  Air  Lawai,  and  Arahan.  This  would  involve  a  loan  of  $25  milHon. 

NICKEL 

The  Indonesian  nickel  industry  fared  reasonably  well  in  1981  despite  the 
already  depressed  state  of  the  world  nickel  market,  declining  nickel  prices  and 
the  withdrawal  of  PT  Pacific  Nickel  Indonesia  from  its  Gag  Island  project. 
Production  increases  were  recorded  respectively  for  ferro-nickel  (PT  Aneka 
Tambang)  and  nickel  matte  (PT  INCO). 

By  1982,  however,  the  full  force  of  the  recession  was  felt.  Demand,  mainly 
from  Japanese  customers,  worsened  and  prices  at  year-end  plummeted  to 
US$1.60/lb,  about  half  of  the  official  producers  price  and  the  price  prevailing 
a  year  earlier.  PT  Aneka  Tambang's  nickel-ore  export  from  its  Pomalaa  & 
Gabe  Island  mines  fell  by  130,000  to  little  more  than  1  Mt;  worst  of  all, 
prices  of  nickel-ore  also  went  down  from  $1.692/t  Ni  on  a  dry-ore  basis  to 
$l,324/t  as  from  October  1982.  Furthermore,  ferro-nickel  ingot  exports  fell  to 
4,336  t  from  5,117  t  in  1981,  with  prices  tumbling  from  $6,415/t  for  L/C 
ferro-nickel  to  $4,123/t.  The  cumulative  ef  fect  of  the  reduced  earnings' from 
nickel-ore  and  ferro-nickel  exports,  coupled  with  the  increase  of  domestic  oil 
prices,  has  placed  PT  Aneka  Tambang  under  heavy  financial  strain.  It  re- 
portedly lost  several  billion  rupiahs  in  1982. 

PT  INCO's  worsening  conditions  and  losses  continued  in  1982,  although 
drastic  measures  were  introduced.  Production  was  reduced  to  one  line  and 
there  was  a  partial  lay-off  of  the  workforce.  As  a  result  of  the  planned  produc- 
tion cut  initiated  in  early  1982,  output  declined  from  20,000  I  in  1981  to 
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14,000  t  in  1982  with  revenue  falling  from  $122.7  million  to  $97.4  million. 
PT  INCO  incurred  a  loss  of  $61  million,  mostly  due  to  heavy  interest  charges 
of  almost  $50  million.  The  other  factors  were  the  self-imposed,  but  necessary 
production  cut-back  and  the  low  nickel  prices. 

To  overcome  its  debt  position,  PT  INCO  has  decided  to  increase  its  equity 
component  by  offering  20  per  cent  of  its  shares  at  a  specially  attractive  price 
to  the  Indonesian  Government,  i.e.  55  per  cent  of  the  current  market  price. 
The  sale  would  raise  $72.6  million  of  which  $29.4  million  would  be  paid  by 
April  1,  1983,  and  the  balance  in  monthly  instalments  of  $2.42  million  each 
starting  in  April  1983.  Payment  of  the  remaining  amount  of  $43.56  million  will 
thus  be  completed  by  October  1984.  PT  INCO  has  also  offered  shares  to  the 
Industrial  Bank  of  Japan,  but  a  decision  from  the  Government  of  Indonesia  to 
accept  PT  INCO's  offer  would  create  the  desired  confidence  needed  by  third 
parties  to  participate  in  the  purchase  of  shares. 

Against  the  background'  of  the  current  financial  situation,  exacerbated  by 
the  reduction  in  the  OPEC  oil  price  in  March  1983,  it  is  very  questionable 
~  to  say  the  least  ~  whether  the  government,  though  sympathetic  with  INCO's 
problems,  would  be  in  a  position  to  respond  positively  to  the  offer.  A  high- 
ranking  official  has  remarked  privately  that  it  would  have  been  more  favour- 
able had  it  happened  some  time  earlier.  PT  INCO  still  harbours  high  hopes 
-  once  the  company's  financial  difficulties  are  settled  ~  that  production  will 
improve  gradually  in  the  next  few  years  and  eventually  a  profit  might  show  in 
1985. 

Some  of  the  advantages  PT  INCO  feels  to  be  working  in  their  favour  are 
its  very  large  reserves  and  a  type  of  material  that  can  be  upgraded  in  large  part, 
a  nearby  hydro-electric  source  and  reasonable  proximity  to  support  services. 

If  no  solution  is  available,  PT  INCO  seems  to  be  ready  with  a  so-called 
"disaster  plan."  It  implies  a  temporary  closure  oTthe  mining  operation  which, 
if  the  adverse  situation  continued,  would  be  followed  by  "mothballing"  the 
entire  mining  and  smelting  operation  in  Soroako,  Sulawesi.  This,  of  course, 
will  lead  to  the  lay-off  of  the  entire  PT  INCO  workforce. 


TIN 

The  activities  in  the  tin  sector  in  1982,  involving  the  three  big  producers 
and  members  of  ASEAN  (Malaysia,  Thailand  and  Indonesia),  were  governed 
by  the  hectic  events  on  the  international  forum.  During  the  year,  urgent 
meetings  were  summoned  by  the  ITC  in  connection  with  the  sixth  ITA  Agree- 
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ment,  the  weakening  prices  -  as  a  result  of  the  big  overhang  of  an  estimated 
60,000  t  of  tin  --  and  the  latent  threat  of  the  gradual  release  of  tin  from  the 
U.S.  strategic  stockpile. 

As  the  ITC  Buffer  Stock  manager  was  unable  to  stem  the  tide  of  the  falling 
prices,  despite  frequent  purchases,  the  ITC  decided  in  late  April  to  impose  ex- 
port controls  on  its  producing  members.  The  control,  effective  from  April  27, 
1982,  involved  a  modest  cut-back  of  15  per  cent.  However,  it  was  followed  by 
a  more  severe  36  per  cent  cut,  starting  from  mid-year,  which  is  still  effective 
and  is  likely  to  continue  for  the  next  quarters  in  the  current  year. 

Indonesian  tin  production  from  PT  Tambang  Timah  (the  national  tin  com- 
pany), the  joint-venture  companies  PT  Koba  Tin  and  PT  Riau  Tin  plus 
PT  Broken  Hill  amounted  to  33,687.8  t  tin-in-concentrate  ~  down  4.4  per  cent 
from  1981.  This  was  the  first  fall  in  output  since  1976. 

In  five  years,  production  increases  have  led  to  Indonesia's  current  position 
as  the  second  largest  tin  producer  in  the  world.  However,  tin  exports,  because 
of  the  ITC  restrictions,  declined  by  17.42  per  cent  to  27,502  t  or  down  5,870  t 
from  former  year's  33,372  t.  Similarly,  production  of  tin  metal  from  the 
Mentok  smelter  fell  from  32,429  t  in  1981  to  29,754.6  t  in  1982. 

The  fall  of  tin  prices  and  the  refusal  of  the  U.S.  to  cancel  its  releases  of 
GSA  tin  have  resulted  in  a  resolution,  initiated  by  Bolivia,  Indonesia,  Malay- 
sia, Thailand  and  Zaire,  to  form  the  Association  of  Tin  Producing  Countries 
(ATPC).  Due  to  some  differences  of  principle  in  the  articles  of  the  association, 
essentially  dealing  with  provisions  on  bufferstock,  export  control  vote  and 
voting  system,  agreement  at  the  end  of  the  year  was  still  pending. 

The  low  tin  prices  and  the  imposition  of  the  tin  export  restrictions  have  cut 
deep  into  the  earnings  of  the  Indonesian  tin  producers  and  an  austerity  pro- 
gramme has  been  introduced  by  PT  Tambang  Timah.  By  improving  effi- 
ciency, limiting  spending  where  possible  and  postponing  major  capital  expen- 
diture, PT  Timah  intends  to  avoid  lay-off  of  labour  as  far  as  possible. 

In  the  better  years,  prior  to  1982,  PT  Tambang  Timah  invested  in  new 
equipment  and  this  will  help  to  sustain  the  company  in  the  present  period.  In 
the  production  sector,  for  instance,  three  big,  modern  22  ft-^  bucket  dredges 
have  been  constructed  in  the  past  few  years,  capable  of  digging  45  m  below 
water  level  in  the  deep-seated  offshore  areas  around  the  tin  islands.  Only  the 
last  dredge,  the  Singkep  I,  is  still  to  be  completed  and  is  due  for  delivery  by 
1984.  It  will  be  towed  from  its  construction  site  at  Tanjung  Priok  near  .lakaria 
to  the  Kundur  Laut  area  near  the  island  of  Singkep.  Aware  of  the  kaolin  po- 
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tential  on  some  of  the  tin  islands,  PT  Timah  has  embarked  on  the  construction 
of  a  kaolin  project  near  Tanjung  Pandan,  Belitung.  The  project,  costing  $10.6 
million  and  due  on  stream  in  early  1983,  is  planned  to  produce  27,000  t/y  of 
kaolin,  of  which  18,000  t/y  will  have  filler  grade  quality  and  9,000  t  semi- 
coating  grade  quality. 

The  company  has  also  diversified  by  investing  in  a  tin-plate  factory  in  co- 
operation with  the  state-owned  iron  and  steel  company,  PT  Krakatau  Steel, 
for  the  production  of  130,000  t/y  of  tin-plate.  Total  estimated  investment  in 
the  tin-plate  project  is  $96  million  with  PT  Timah  as  the  major  shareholder, 
holding  52  per  cent  of  the  shares;  24  per  cent  is  owned  by  Krakatau  Steel,  while 
the  remaining  24  per  cent  of  the  shares  is  owned  by  PT  Nusanba.  The  plant 
will  be  built  shortly  in  the  industrial  complex  adjacent  to  the  Krakatau  Steel 
Works  at  Cilegon,  West  Java,  by  a  combination  of  Mannesmann/Demag  and 
Hitachi  Chosen. 


COPPER 

The  new  Gunung  Bijih  Timur  underground  mine  of  Freeport  Indonesia's 
operation  in  Tembagapura,  Irian  Jaya,  increased  its  share  of  production  in 
1982.  Ore  production  from  the  underground  mine  was  1,511,857  t  at  3.10  per 
cent  Cu  as  compared  to  1,951,061  t  averaging  2.22  per  cent  Cu  from  the  old 
Gunung  Bijih  open-pit.  During  1982,  underground  mine  production  by  the 
block  caving  method  came  from  six  blocks  against  four  blocks  in  1981. 
Difficulties  in  caving  the  ore  from  block  1  through  4  have  been  experienced, 
leading  to  the  use  of  induced  caving  methods  with  diamond  drilling  from  the 
upper  levels.  The  new  blocks  5  and  6  were  developed  and  put  into  operation 
in  the  second  and  final  quarters  of  1982. 

Concentrate  production  increased  from  188,462  t  in  1981  to  223,704  t  in 
1982,  with  an  improvement  in  the  average  content  of  34.84  per  cent  Cu,  9  g/t 
gold  and  144  g/t  silver.  Exports  of  copper  concentrates,  mainly  to  Japan,  also 
increased  from  197,146  t  to  228,799  t.  The  recession  and  the  lower  copper 
prices  notwithstanding  --  an  average  of  67.45  c/lb  in  1982  ~  Freeport  Indonesia 
still  stands  a  chance  of  making  a  small  profit  or  at  least  of  breaking  even.  This 
is  due  to  the  increased  concentrate  exports  and  the  higher  copper  and  precious 
metal  content,  reflecting  higher  grade  ore  from  the  underground  section. 

Exploration  for  copper  prospects  has  been  intensively  pursued  in  the  past 
years  by  PT  Tropic  Endeavour  Indonesia  in  the  Block  II  contract  area  of 
North  Sulawesi.  In  the  Tapadaa  and  Tombulilato  area,  also  in  Block  II, 
PT  TEI  has  found  a  sizeable  porphyry  copper  area  ~  the  first  discovery  of  a 
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significant  porphyry  --  type  copper  deposit  in  Indonesia.  Within  the  Tom- 
bulilato  district,  centres  of  copper-gold  mineralization  have  been  established 
with  a  resource  potential  of  some  300  Mt  at  an  average  grade  of  0.57  per  cent 
Cu  and  0.47  g/t  Au.  About  half  is  amenable  to  mining  by  open-pit. 

A  preliminary  feasibility  study  was  completed  in  1982  and,  although  it  con- 
cluded that  at  the  present  stage  it  is  not  considered  viable,  there  is  still  signifi- 
cant room  to  improve  the  project  economics.  Alternative  development 
possibiHties  to  be  studied  include:  optimization  of  mine  design  and  metallur- 
gical processing,  identification  of  optimum  infrastructure  requirements, 
evaluating  concurrent  development  of  more  than  one  deposit  and  evaluating 
underground  mining.  If  a  further  feasibility  study  proves  to  positive,  PT  TEI 
is  considering  a  project  with  a  production  level  of  some  30,000  -  50,000  t/y  and 
2-5  t/y  Au. 

ALUMINIUM 

Bauxite  production  and  exports  from  Kijang,  Bintan  Island,  the  only 
bauxite  mine  operated  by  PT  Aneka  Tambang,  were  drastically  reduced  in 
1982  as  a  result  of  the  phasing  out  of  more  aluminium  plants  in  Japan.  The  in- 
tention not  to  import  more  than  ±  700,000  t  of  bauxite  during  1982  had  been 
conveyed  the  year  before  by  the  Japanese  consumers  to  Aneka  Tambang, 
and  accordingly  production  declined  by  42  per  cent  from  1.2  Mt  in  1981  to 
only  700,249  t  in  1982.  Exports  were  731,331  t,  down  from  1,030,752  t  the  year 
before. 

The  conclusion  of  the  contracts  related  to  the  construction  of  the  600,000  t 
capacity  Bintan  alumina  plant,  involving  some  $725  million,  between 
PT  Aneka  Tambang  and  five  companies/consortia  have  progressed  rather 
slowly.  Initial  negotiations  were  concluded  in  early  April  1982,  when  the  first 
batch  of  contracts  were  signed  between  PT  Aneka  Tambang  and  respectively 
Kaiser  Aluminium  Technical  Services  (KATSI)  and  Kaiser  Engineers  Interna- 
tional (KEI).  Another  seven  months  elapsed  before  the  second  main  contract 
was  signed  between  Aneka  Tambang,  as  principal,  and  the  main  contractor  for 
the  plant  construction,  a  F.R.G.  consortium  headed  by  Klockner  INA,  in 
November  1982. 

A  third  contract  was  signed  in  January  1983  with  a  consortium  of  in- 
surance companies  under  the  leadership  of  PT  Asuransi  Jasa  Indonesia,  in- 
volving marine  cargo  and  "construction  all  risk"  insurances.  The  final  con- 
tract for  project  construction  management  was  recently  signed  in  February 
between  Aneka  Tambang  and  a  consortium  of  PT  Pembangunan  Jaya  and 
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PT  Panca  Perkasa  Inti  Konstruksi.  The  project  is  now  expected  to  move 
ahead. 

The  construction  of  the  Asahan  hydropower  project  has  reached  another 
milestone  with  the  inauguration  of  the  completed  73  m  high  and  122  m  long 
Tangga-dam  in  October  1982  by  the  Minister  of  Industry.  With  the  completion 
of  this  dam  and  the  associated  power  plant,  the  Asahan  hydropower  project, 
consisting  of  the  first  main  dam  and  the  Sigura-gura  power  plant  (286  MW) 
and  the  second  main  dam  and  power  plant  Tangga  (317  MW),  will  have  an 
installed  capacity  of  603  MW  by  the  second  quarter  of  1983.  The  total  hydro- 
power  potential  of  the  Asahan  river  is  estimated  at  1,200  MW,  which  means 
that  present  utilization  is  about  50  per  cent  of  the  total  available  potential. 

The  aluminium  smelter  in  Kuala  Tanjung  will  reach  two-thirds  of  its 
capacity  of  150,000  t/y  as  soon  as  the  second  pothne  of  another  170  produc- 
tion furnaces  is  operational  in  the  fourth  quarter  of  1983.  Full  capacity  is  ex- 
pected to  be  reached  some  time  in  1984. 

Ingot  production  in  1982  was  30,532  t  as  pothne  1  only  started  full  produc- 
tion during  the  last  quarter.  The  first  batch  of  aluminium  was  exported  from 
the  harbour  of  Kuala  Tanjung  to  Japan,  some  8,000  t  of  ingots,  in  October 
1982.  The  second  lot  of  ingots  was  shipped  in  December  1982,  making  the  total 
16,000  t  for  the  year. 


Problems  and  Perspectives  of 
the  ASEAN-EEC  Economic  Cooperation 


Djisman  S.  SIMANDJUNTAK 


INTRODUCTION 

Ten  years  have  passed  since  ASEAN,  at  the  initiative  of  Malaysia  and 
Singapore,  held  a  dialogue  with  the  EEC.  During  the  period  many  things  have 
been  discussed  but  very  little  has  been  achieved.  Although  the  signing  of  the 
agreement  on  ASEAN-EEC  Cooperation  in  1980  was  applauded  with  en- 
thusiasm by  both  sides  ~  it  was  even  often  welcomed  as  the  first  of  its  kind^ 
and  as  the  beginning  of  a  new  era  in  ASEAN-EEC  relations  ~  no  concrete 
result  has  been  brought  about  to  date.  It  is  true  that  ASEAN  has  been  sup- 
ported by  the  EEC,  at  least  verbally  in  the  latter's  "Indochina  policy."  But 
it  was  not  the  principal  and  original  aim  of  the  EEC-ASEAN  dialogue,  in  view 
of  which  one  can  hardly  consider  the  dialogue  as  a  success.  The  aim  of  the 
dialogue  was  basically  economic,  i.e.  compensation  for  the  imperial  pref- 
erence, which  was  hfted  concurrenfly  with  the  entry  of  Great  Britain  into  the 
EEC. 

The  present  article  will  discuss  the  problems  faced  by  both  ASEAN  and 
EEC  in  improving  their  economic  relationship.  The  barriers  in  stepping  up 
trade  relations,  EEC's  direct  investment  in  ASEAN  and  transfer  of  technology 
will  be  consecutively  discussed.  It  is  hoped  that  through  the  discussion  the 
ASEAN-EEC  cooperation  will  be  considered  more  realistically  and  more  op- 
portunities will  be  sought  to  give  substance  to  the  still  Hoaling  ASEAN-EEC 
agreement. 

Dr.  Djisman  S.  Simandjuntak  is  a  staff  member  of  the  Department  of  Economic  Affairs, 
CSIS. 

'The  ASEAN-EEC  Cooperative  Agreement  is  the  first  non-prcfcrenlia!  agreement  and  the 
only  one  made  with  a  regional  grouping  among  developing  countries,  which  was  ratified  by  the 
EEC. 
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DIFFICULT  PHASE  IN  TRADE 

ASEAN  does  not  constitute  EEC's  main  trading  partner.  In  1981  EEC's 
export  to  ASEAN  accounted  for  only  1.3  per  cent  of  its  total  export,  while  its 
import  from  ASEAN  constituted  only  1.2  per  cent  of  its  total  import.  Like- 
wise the  EEC,  which  is  at  present  the  largest  custom  area  in  the  world  com- 
prising 10  countries,  is  not  ASEAN's  most  important  trading  partner.  In  1981 
ASEAN's  export  to  the  EEC  accounted  for  only  approximately  1 1  per  cent  of 
its  total  export,  while  its  import  from  the  EEC  has  been  declining  since  1975 
reaching  only  12.3  per  cent  of  its  total  import  in  1981. 

Nevertheless  trade  between  the  two  groupings  of  nations  has  showed  con- 
siderable growth  during  the  last  few  years.  EEC's  export  to  ASEAN  has  in- 
creased by  109  per  cent,  from  3.2  bilHon  dollars  in  1975  to  8.0  billion  dollars 
in  1981.  At  the  same  time  ASEAN's  export  to  the  EEC  has  also  increased  by 
122  per  cent  from  2.8  bilUon  dollars  in  1975  to  7.5  bilUon  dollars  in  1981,  al- 
though the  export  in  1981  was  lower  than  that  of  1980,  which  stood  at  8.6 
billion  dollars.  Moreover,  the  EEC  is  ASEAN's  important  trading  partner  in 
industrial  goods,  which  may  be  due  to  EEC's  Generalized  System  of  Pref- 
erences. This  can  be  noted  from  statistical  research  based  on  a  more  detailed 
disaggregation. 3  Without  the  trade  barriers  facing  ASEAN  in  its  access  to  the 
EEC's  market,  it  seems  likely  that  the  export  of  ASEAN's  industrial  goods  will 
still  be  substantially  increased. 

Unfortunately,  ASEAN-EEC  trade  dynamics  have  tended  to  slacken  dur- 
ing the  last  few  years.  EEC's  import  from  ASEAN  in  1981  was  13  per  cent 
lower  compared  to  that  of  1980,  while  ASEAN's  import  from  the  EEC  stag- 
nated. But  it  is  noteworthy  that  the  stagnation  in  ASEAN-EEC  trade  is  not  as 
bad  as  that  occuring  in  EEC's  trade  with  other  countries.  While  EEC's  export 
to  ASEAN  in  1981  still  showed  a  small  increase  compared  with  that  of  1980,  its 
export  to  other  countries  of  the  world  decHned  by  7  per  cent.  EEC's  exports 
to  other  developed  countries  even  declined  at  a  more  rapid  rate,  namely  by 
11  per  cent  between  1980  and  1981. 

The  decline  of  trade  is  closely  related  to  the  economic  slow  down  in  the 
EEC.  In  1981  among  the  "big  countries"  only  France  showed  a  positive  eco- 
nomic growth,  though  it  was  only  0.3  per  cent.'^  The  other  countries  showed  a 


^If  not  stated  otherwise  the  figures  are  taicen  from  Direction  of  Trade  (IMF,  Yearbook  1982). 

'The  substantial  increase  of  ASEAN's  share  in  the  EEC  imports  between  1971  and  1980 
precisely  occurred  in:  SITC  4  (vegetable  oil),  SITC  6  (Basic  Industrial  Products),  SITC  7 
(Transport  Equipments  and  Machineries),  and  SITC  8  (Miscellaneous  Industrial  Products). 

■•Deutscher  Bundestag,  9,  Wahlperiode,  Drucksache  9/2118,  Bonn,  23  November  1982,  p.  18. 
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negative  growth,  which  in  turn  induced  an  import  decline  at  a  higher  percen- 
tage.^ This  progressive  import  decline  is  not  difficult  to  explain,  because 
generally  a  country  tends  to  reduce  its  import  when  an  economic  slow  down 
occurs. 

A  number  of  studies  have  been  made  on  protectionism  in  general  and  on 
EEC's  protectionism  in  particular.^  Hence  the  following  discussion  will  be 
focussed  only  on  the  main  characteristics  of  the  present  protectionism. 

One  of  the  characteristics  which  is  alarming  is  the  managed  trade  percen- 
tage increase  in  EEC's  total  trade,  i.e.  from  34  per  cent  in  1974  to  41  per  cent 
m  1979.''  If  one  keeps  in  mind  that  during  the  years  after  1979  some  com- 
modities and/or  countries  had  to  face  EEC's  protection,  it  stands  to  reason 
that  the  managed  trade  of  EEC  was  more  than  41  per  cent. 

Another  thing  that  should  be  kept  in  mind  is  the  concentration  trend  of 
EEC's  protection  on  some  products  or  the  so-called  "sensitive  products,"  by 
which  EEC's  competitiveness  relatively  declined.  Included  into  this  category 
are  iron  and  steel,  textile,  garments,  footwear,  electric  appliances,  aeroplanes 
and  ships  including  their  components.  Through  these  commodities  developing 
countries,  especially  the  most  advanced  among  them,  showed  some  im- 
provements in  their  competitiveness  compared  to  that  of  the  EEC.  As  can  be 
seen  from  Table  1,  the  managed  trade  of  the  commodities  increased  rapidly 
between  1974  and  1979. 

The  concentration  of  protection  on  sensitive  products  has  inflicted  more 
damage  on  the  developing  countries  than  on  the  industrial  ones.  In  1974  ap- 


^For  the  years  1973-1980  the  average  income  elasticity  of  the  total  imports  of  industrial  coun- 
tries is  estimated  at  1.6,  which  means  that  1  per  cent  increase  (decrease)  of  income  will  induce  1.6 
per  cent  increase  (decrease)  of  total  imports.  This  elasticity  is  estimated  at  1.7  per  cent  if  it  is  con- 
cerned with  the  effect  of  changes  in  income  on  the  total  imports  of  industrial  countries  from  non- 
oil-exporting  developing  countries.  See  Morris  Goldstein  and  Mohsin  S.  Khan:  "Effects  of 
Slowdown  in  Industrial  Countries  on  Growth  in  Non-Oil  Developing  Countries,"  (IMF  Occa- 
sional Paper  No.  12),  Washington,  D.C.  1982,  pp.  6  and  12. 

*GATT,  IMF  or  UNCTAD  is  observing  the  development  of  protectionism  in  its  member  coun- 
tries. Noteworthy  is  the  comprehensive  study  of  Alexander  J.  Yeats:  Trade  Barriers  facing  De- 
veloping Countries.  Commercial  Policy  Measures  and  Shipping,  (London:  Macmillan,  1979). 
See  also  Linda  M.  Card  and  James  Riedcl,  "Safeguard  Protection  of  Industry  in  Developed  Coun- 
tries: Assessment  of  the  Implications  for  Developing  Countries,"  in  Weltwirischaftliches  Archiv, 
Vol.  116,  Kiel  1980,  pp.  471-487. 

''Trade  in  a  certain  category  of  goods  is  referred  to  as  managed  trade  if  60  per  cent  or  more  of 
the  trade  value  in  that  category  is  controlled  in  one  way  or  another.  See  Sheila  A.B.  Page,  "The 
Increased  Use  of  Trade  Controls  by  the  Industrial  Countries,  A  Report,"  Intereconomics, 
Hamburg,  May/June  1980.  p.  147. 
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proximately  55  per  cent  of  EEC's  imports  originating  from  developing  coun- 
tries were  based  on  managed  trade,  compared  to  14  per  cent  of  EEC's  imports 
from  industrial  countries.  This  percentage  rose  to  respectively  63  per  cent  and 
20  per  cent  in  1979.  Therefore  it  is  no  myth  if  developing  countries  often  com- 
plain that  the  protectionism  of  industrial  countries  in  general  and  that  of  the 
EEC  in  particular  is  an  act  of  discrimination  against  developing  countries. 


Table  1 


SOME  COMMODITIES  IN 
WORLD  TRADE  ON  WHICH  HIGH  PROTECTION  IS  IMPOSED 


Commodity 


Percentage  of 
Each  Commodity 
in  World  Trade 


Managed  Part  of  the  Total  Trade 
by  Commodity 
(in  percentage) 


1974 


1979 


Textile 

3.4 

21 

35 

Iron  and  Steel 

3.8 

16 

66 

Aeroplane 

0.8 

12 

83 

Ship 

0.7 

18 

82 

Garments 

1.9 

20 

48 

Footwear 

0.5 

1 

32 

Source:   See  Footnote  No.  7. 


Finally,  another  noteworthy  point  is  the  instrumental  shift  in  EEC's  pro- 
tection from  tariff  to  non-tariff  barriers.  Included  in  this  instrument  is  the 
quantitative  import  restrictions,  both  the  national^  and  the  EEC's  joint  restric- 
tion, fixed  minimum  price,  countervailing  duty,  voluntary  export  restraint  and 
export  subsidy.  This  shift  is  of  some  relevance  to  the  present  world  trade. 
Unlike  the  tariff  barriers,  which  can  be  overcome  by  improving  production  ef- 
ficiency, non-tariff  barriers  are  extremely  difficult  to  deal  with.  The  identifica- 
tion of  only  certain  non-tariff  barriers  is  already  difficult,  let  alone  their  con- 
trol. 

Unfortunately,  the  prospect  to  abolish  or  reduce  the  present  rate  of  protec- 
tion does  not  seem  very  bright  today.  The  underutilization  rate  of  production 
capacity,  the  high  unemployment  rate,  and  the  great  number  of  cases  of 

^To  date  there  are  still  many  commodities,  on  which  the  national  quantitative  restriction  is  im- 
posed in  one  or  more  EEC  counirics.  The  author's  research  reveals  among  other  things  thai  nearly 
78  per  cent  of  EEC's  import  of  industrial  products  (BTN  25-99)  from  developing  countries  in  1980 
was  put  under  the  national  quantitative  restriction.  The  percentage  of  that  from  ASEAN  was 
much  lower,  namely  9.3  per  cent  in  1980. 
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bankrupt  big  firms  constitute  barriers  that  are  extremely  difficult  to  over- 
come in  the  effort  at  trade  liberalization.  Diverse  empirical  studies  indeed  in- 
dicate that  the  increase  of  imports  to  developed  countries  in  general,  and  that 
to  the  EEC  in  particular,  from  developing  countries  has  brought  about  posi- 
tive employment  effect^  through  the  respending  effect,  i.e.  the  effect  of  in- 
creased export  earnings  of  developing  countries  on  the  latter' s  import  from 
developed  countries.  Nevertheless,  imports  from  developing  countries  will  ap- 
parently remain  the  scapegoat  of  the  economic  difficulties  suffered  by  the 
EEC. 

It  would  not  be  fair  to  maintain  that  EEC's  protectionism  is  the  only 
problem  shadowing  the  ASEAN-EEC  trade.  Aside  from  the  fact  that  the  pro- 
tectionist stance  of  the  ASEAN  member  countries,  except  Singapore,  is  on  a 
par  with  that  of  the  EEC,  the  supply  condition  of  ASEAN's  export  has  not  yet 
been  profitable  enough  so  ^s  to  outcome  that  of  the  Middle-East  countries  and 
more  advanced  countries  such  as  Korea  and  Hong  Kong. 

A  survey  on  ASEAN's  textile  and  garments  export  reveals  that  the  export 
quota  put  into  effect  in  many  categories  of  goods  is  still  far  below  100  per 
cent.'°  Similarly,  of  the  export  quota  of  tapioca  offered  by  the  EEC  to  In- 
donesia, only  a  small  part  has  been  utilized.  Even  though  the  EEC's  General- 
ized System  of  Preferences  has  offered  access  to  zero  reduced  tariff  to  some 
extent  for  various  categories  of  industrial  products,  to  date  Indonesia  has  only 
been  able  to  utilize  some  of  them.'^  Furthermore,  the  export  of  agricultural 
products  from  ASEAN  to  the  EEC  may  be  boosted  provided  there  is  a  suffi- 
cient supply.  It  cannot  be  denied  that  EEC's  Common  Agricultural  Policy  is 
the  most  restrictive  of  its  kind  at  present.  But  there  are  still  many  varieties  of 
tropical  products  which  are  not  affected  by  the  Common  Agricultural  PoHcy 
and  have  come  to  be  exported  in  considerable  quantity  to  the  EEC  by  Thai- 
land. In  other  words,  the  relative  insignificance  of  the  ASEAN-EEC  is  not 
only  caused  by  EEC's  protectionism,  but  it  is  also  due  to  the  constraints  in 
ASEAN's  export  supply. 


'See  a.o.  Rolf  J.  Langhammer,  "Nationaler  Proteksionismus  im  Rahmen  der  EG-Handels- 
pol'ilik,  dargeslelt  am  Beispiel  der  Induslrie-guterimporte  aus  ASEAN  -  Laendern,"  Die  Weltwirl- 
schaft.  Book  1,  Tubingen  1981,  p.  78f. 

'"Aside  from  Indonesia,  which  is  not  yet  categorized  as  one  of  the  important  textile  exporters 
to  the  EEC,  of  the  21  categories  of  textile  and  garments  under  EEC's  quantitative  restriction  in 
compliance  with  the  EEC  regulation  No.  3059/1978,  there  were  only  3  categories  in  which  the 
EEC's  imports  from  ASEAN  countries  exceeded  the  quota  set  by  the  EEC  in  1980.  There  were 
even  some  categories,  of  which  the  import  was  still  less  than  50  per  cent  of  the  quota. 

"On  this  matter  and  other  issues  on  the  Generalized  System  of  Preferences  of  the  EEC,  see 
Ann  Weston,  Vincent  Cable  and  Adrian  Hewitt:  The  EEC's  Generalized  System  of  Preferences, 
Evaluation  and  Recommendations  for  Change  (London:  Overseas  Development  Institute,  1980). 


ASEAN-EEC  ECONOMIC  COOPERATION 


91 


TRADE  OF  RAW  MATERIALS 

As  mentioned  above,  the  EEC  constitutes  an  important  market  for 
ASEAN's  industrial  commodities.  But  raw  materials  still  play  an  important 
role  in  the  trade  between  the  two  regions.  Included  in  ASEAN's  export  of  raw 
materials  to  the  EEC  are  rubber,  tin,  wood,  vegetable  oil,  coffee  and  tea, 
which  are  included  in  the  so-called  "Nairobi  Commodities."  Hence  it  stands 
to  reason  that  ASEAN  put  forward  the  trade  of  raw  materials  as  a  topic  of 
dialogue  with  the  EEC.  Moreover,  the  EEC,  by  virtue  of  the  Lome  Conven- 
tion, has  provided  a  ST ABEX  (Stabilization  of  Export  Earnings)  scheme  for  44 
commodities  exported  by  the  ACP  (African,  Caribbean  and  Pacific)  countries. 
Along  with  the  scheme  funds  are  provided  amounting  to  550  ECU  for  the 
second  period  of  1980-1985.'^ 

The  negotiation  on  raw  material  trade  between  ASEAN  and  the  EEC  is  not 
aimed  at  setting  up  a  special  scheme  for  ASEAN.  What  is  required  by  ASEAN 
from  the  EEC  is  support  for  the  realization  of  the  Integrated  Commodity 
Program  and  Common  Funds  to  be  negotiated  within  the  framework  of 
UNCTAD.  At  the  same  time  the  EEC  has  since  the  outset  stated  that  the 
scheme  for  the  ACP  countries  will  not  be  expanded  to  other  countries.  If  the 
EEC  has  been  willing  to  discuss  matters  concerning  commodity  trade  with 
ASEAN  to  date,  the  discussions  have  been  held  in  the  global  context. 

Up  to  now  the  EEC's  stance  with  regard  to  the  Integrated  Commodity  Pro- 
gram and  Common  Funds,  aside  from  the  STABEX  laid  down  in  the  Lome 
Convention  has  been  marked  with  reluctance.  At  least  it  can  be  said  that  the 
EEC  has  dissapproved  of  the  Program.  It  is  not  surprising.  As  long  as  the  EEC 
member  countries  think  that  their  supply  of  raw  materials  will  be  guaranteed 
by  private  firms,  they  will  be  inclined  to  object  to  government's  interference  in 
the  trade  of  raw  materials.  Only  if  the  guarantee  weakens,  such  as  in  the  case 
of  petroleum,  there  will  be  a  pressure  seeking  for  a  dialogue  with  the  supplier. 
Unfortunately,  to  date  government's  involvement  in  international  trade  of  raw 
materials  has  been  unable  to  show  better  results  than  those  brought  about  by 
the  commodity  management  of  the  private  enterprises.  The  history  of  the  Inter- 
national Commodity  Agreement  is  in  fact  one  of  failure.  This  failure  is  not 
only  caused  by  transnational  enterprises  and  advanced  countries,  but  it  is  also 

'^It  is  difficult  to  say  whether  or  not  STABEX  has  been  successful.  Between  1976  and  1979 
there  were  8  products  of  STABEX,  in  which  the  EEC's  imports  from  the  ACP  countries  declined 
in  absolute  terms.  There  was  a  relative  decline  in  the  24  STABEX  products,  namely  the  ACP's 
share  in  the  EEC's  imports  of  each  product.  The  ACP's  share  in  the  EEC's  imports  from  Third 
World  countries  showed  an  increase  only  in  12  products. 

'^See,  among  others,  Anton  D.  Law:  International  Commodity  Agreements:  Settings,  Per- 
formance and  Prospects  (Massachusetts:  Lexington  Books,  1975). 
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due  to  the  inability  of  the  producer  countries  to  bridge  the  differences  of  their 
interests. 

The  Integrated  Commodity  Program  and  Common  Funds  are  certainly  not 
the  panacea  for  all  development  problems  faced  by  developing  countries.  They 
are  not  the  only  viable  approach  to  the  stabilization  of  export  revenue.  There- 
fore, in  its  dialogue  with  the  EEC,  ASEAN  should  not  become  rigid  and  limit 
itself  to  the  Integrated  Program  and  Common  Funds.  Other  stabilization 
measures  such  as  the  Compensatory  Financing  Facility  from  IMF  should  also 
be  discussed  and  adjusted  to  its  needs.  Nevertheless,  these  programs  should 
not  be  viewed  only  from  their  technical  angle.  It  would  not  suffice  if  the  EEC 
keeps  its  defiant  stance  by  pointing  to  the  flaws  of  the  programs  proposed  by 
UNCTAD.  A  basic  willingness  to  avoid  extreme  fluctuations  in  export  earn- 
ings originating  from  the  trade  in  raw  materials  may  ameliorate  the  political 
climate,  which  is  one  important  prerequisite  to  revitalize  world  trade. 


EEC'S  DIRECT  INVESTMENT  IN  ASEAN 

Direct  Foreign  Investment  is  in  reality  a  package  of  capital  goods,  basic 
materials  and  auxiliaries,  management  and  marketing  services,  patent,  licence, 
industrial  designs  and  other  elements.  Hence  the  effect  of  direct  investment  on 
the  balance  of  payment  will  be  felt  two  or  three  years  afterwards,  which  should 
be  considered  in  deciding  on  foreign  investment.  Many  developing  countries 
complain  that  the  transfer  of  profit  and  other  incomes  from  direct  foreign  in- 
vestment is  in  general  much  larger  than  that  of  the  investment  itself  every  year. 
In  1981,  for  example,  only  3.4  bilHon  SDRs  of  direct  investment  was  invested 
in  ASEAN,  while  other  direct  investment  incomes  totalled  5.8  billion  SDKs.''* 

But  what  has  been  complained  about  by  ASEAN  concerning  the  EEC  di- 
rect investment  in  ASEAN  is  the  relative  insignificance  of  EEC's  investment 
compared  to  that  of  Japan  and  the  US.  It  is  estimated  that  the  EEC's  share  in 
total  direct  investment  in  ASEAN  only  ranges  between  9  per  cent  in  the  case  of 
Indonesia  and  32  per  cent  in  that  of  Singapore.'^  In  point  of  fact  EEC's  share 
in  new  direct  investment  of  all  the  industrial  countries  showed  a  rapid  increase, 
namely  from  32.3  per  cent  in  1975  to  53.1  per  cent  in  1981.  However,  there  has 
been  no  research  which  shows  that  the  positive  impact  of  EEC's  direct  invest- 
ment on  ASEAN  countries  is  greater  than  that  of  Japan  and  the  US.  Hence  the 


'''Compiled  from  the  Balance  of  Payments  Statistics,  Yearbook  (Washington:  International 
Monetary  Fund,  1982). 

^^Europe  Information  -  External  Relations,  No.  51,  1981  (Brussels:  Commission  of  the  Euro- 
pean Communities),  p.  10. 
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ASEAN  countries  need  not  complain  about  the  insignificance  of  the  EEC's  in- 
vestment, as  long  as  it  is  balanced  by  that  of  Japan  and  the  US.  In  fact 
ASEAN's  share  in  direct  investment  of  the  DAC  countries  up  to  1978  was 
.  quite  substantial,  namely  13.1  per  cent  or  almost  2  per  cent  larger  than  that  of 
Africa  as  a  whole.  The  point  in  question  is  the  fear,  rightly  or  wrongly,  that 
a  much  bigger  Japanese  investment  might  lead  to  ASEAN's  dependence  on 
Japan. 

The  endeavours  undertaken  by  both  ASEAN  and  the  EEC  to  encourage 
the  latter's  investment  in  ASEAN  were,  in  the  terms  of  among  other  things, 
meetings  of  business  people  from  both  sides.  Two  big  conferences  have  been 
held,  and  efforts  have  also  been  made  to  gather  smaller  groups.  But  such  ef- 
forts need  time  in  order  to  succeed.  Direct  investment  is  a  decision  with  a  long- 
term  effect,  and  therefore  it  is  not  very  Hkely  that  it  will  have  any  effect  within 
a  short-term  period.  Furthermore,  there  are  some  factors  that  should  be  con- 
sidered with  regard  to  the  geographical  distribution  of  EEC's  direct  investment 
in  the  Third  World  countries. 

Firstly,  it  should  be  emphasized  that  the  greatest  amount  of  EEC's  direct 
investment  occurs  in  industrialized  countries.  Conversely,  the  investment  share 
of  developing  countries  is  small;  it  even  tended  to  decrease  from  32  per  cent  in 
1977  to  21.6  per  cent  in  1980.^^  Secondly,  among  the  advanced  countries 
themselves  there  is  a  kind  of  "regional  allocation"  of  their  direct  investment  in 
developing  countries.  The  largest  part  of  Japan's  direct  investment  is  made  in 
Asia;  the  US  tends  to  concentrate  its  direct  investment  in  Latiii  America; 
Africa  is  the  traditional  location  of  the  French  and  Belgian  direct  investment; 
Great  Britain  is  inclined  to  concentrate  its  investment  in  the  commonwealth 
countries,  whereas  West  Germany  makes  its  investment  in  Latin  America.  This 
phenomenon  has  something  to  do  with  historical  business  relations  and 
geographical  proximity.  It  is  very  difficult  to  change  it  within  a  short  period  of 
time,  especially  if  the  direct  investment  concerned  is  made  to  maintain  the 
market  share  as  is  usually  the  case  in  the  industrial  processing  sector. 

This  geographical  concentration  may  still  grow  in  the  years  to  come. 
Various  concessions  given  by  the  EEC  to  the  ACP  countries  may  stimulate 
European  enterprises  to  boost  up  their  investment  in  these  countries.  At  the 
same  time  the  Southeast  Asian  countries  seem  likely  to  get  greater  attention 
from  Japanese  companies  compared  to  other  regions.  Hence,  it  is  erroneous 

^^Zusammenarbeit  im  Diensle  der  Entwicklung,  Berich  des  Vorsitzenden  des  Ausschusses  fuer 
Entwicklungshil/e,  (Paris:  OECD,  1980),  p.  341. 

^''Development  Co-operation,  1981  Review,  Report  by  John  P.  Lewis  (Paris:  OECD,  I98I), 
Table  A.  10.  The  total  investment  is  obtained  from  the  Balance  of  Payments  Statistics,  (IMF),  op. 
cit. 
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for  the  EEC  to  relate  the  relative  significance  of  its  direct  investment  to  the 
restrictions  implied  in  the  investment  policy  of  each  respective  ASEAN 
member  country. 

There  are  indeed  in  each  ASEAN  member  country  various  regulations 
^restricting  the  activities  of  foreign  enterprises.'^  Nevertheless  one  cannot  say 
that  the  investment  policies  of  ASEAN  countries  are  more  restrictive  than 
those  of  other  developing  countries.  The  Andean  Pact  uses  a  common  code 
which  is  very  restrictive  compared  to  the  investment  regulations  of  the  ASEAN 
countries.  Still  it  did  not  scare  away  West  German  and  US  companies  from  in- 
creasing their  investments.  But  it  does  not  at  all  follow  that  the  investment 
policy  of  ASEAN  countries  does  not  need  any  improvement.  Uncertainties 
that  arise  because  of  the  changes  often  occurring  in  Indonesia's  investment 
poUcy  are  certainly  not  encouraging  to  foreign  companies. 

This  is  also  the  case  with  political  stability  as  a  factor  which  is  often  con- 
sidered the  most  important  in  the  decision  on  the  location  of  foreign  invest- 
ment. The  Southeast  Asian  region,  though  still  involved  in  regional  conflicts, 
is  not  more  vulnerable  than  Africa,  Latin  America,  or  the  Middle  East. 

From  the  above  discussion  one  might  say  that  the  main  obstacles  in  pro- 
moting the  EEC's  direct  investment  in  ASEAN  is  not  the  absence  of  either 
political  assurance  or  protection  of  foreign  investment.  EEC's  demand  to 
complete  the  Investment  Promotion  and  Protection  Agreement  with  ASEAN, 
though  important,  is  apparently  not  the  most  important  thing  to  settle.  Efforts 
should  be  directed  toward  providing  reliable  and  detailed  information  on  the 
existing  investment  opportunities  in  ASEAN.  By  providing  such  information  it 
can  be  expected  that  the  relative  immobility  of  European  companies  compared 
to  those  of  the  US  and  Japan  ~  this  kind  of  immobility  is  sometimes  called 
..  "provincialism"  ~  may  lessen. 

TRANSFER  OF  TECHNOLOGY 

Transfer  of  technology  is  closely  related  to  direct  investment.  To  date  the 
main  channel  for  the  transfer  of  technology  to  developing  countries  has  been 
direct  investment  irrespective  of  government's  support.  It  is  the  foreign  com- 
panies that  are  the  most  important  agents  of  technological  research  in  de- 
veloping countries.  It  is  they  which  can  directly  provide  "on  the  job  training" 
facilities  for  the  labour  force  coming  from  developing  countries.  The  fact  that 
most  of  the  patent,  industrial  design,  and  trademark  registered  in  developing 
countries  are  held  by  foreign  companies,  seems  to  be  strong  evidence  of  the 
prominent  role  played  by  those  companies  in  the  transfer  of  technology. 

'"See  Business  Intcrnalional  Corporation:  Investing  and  Licensing  Conditions,  New  York, 
loose  page. 
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What  will  be  discussed  here  is  not  trade  on  commodities  with  high  tech- 
nology such  as  strategic  "goods"  and  the  restriction  of  their  sale  to  certain 
countries  pursuant  to  NATO  directives.  The  subject  under  discussion  is  the 
acquirement  of  technological  ability  and  the  opportunity  to  develop  it  and  to 
trade  the  development  products.  These  processes  have  slowed  down  not  only 
because  of  the  constraints  faced  by  the  developing  countries  including  those  of 
ASEAN  because  of  their  backwardness,  but  also  on  account  of  the  barriers  set 
up  by  the  foreign  companies  supported  by  their  respective  governments.^^ 

Unfortunately,  very  little  has  been  known  about  the  transfer  of  technology 
between  ASEAN  countries  and  the  EEC,  unlike  that  in  Latin  America  where 
barriers  in  technological  transfer  have  often  been  surveyed. It  is  not  known, 
for  example,  whether  and  to  what  extent  various  protections  such  as  patent, . 
regulations  on  licence,  trade  marks,  industrial  design  and  other  forms  of  InA 
dustrial  Rights  constitute  the  main  barriers  in  the  transfer  of  technology  frorn^ 
the  EEC  to  ASEAN.  It  was  only  due  to  research  conducted  in  Latin  America 
that  it  can  be  estimated  that  the  conditions  imposed  by  foreign  companies  have 
seriously  hampered  the  transfer  of  technology.  Sellers  were  often  prohibited 
to  further  develop  the  technology  purchased  or  obtained  by  means  of  licencies. 
They  were  often  not  allowed  to  export  to  certain  countries  or  regions  (market 
segmentation)  in  order  to  avoid  competition  with  the  local  sister  or  mother 
company.  Inventions  of  local  employees  of  a  subsidiary  were  generally  regis- 
tered as  those  of  the  mother  company  and  were  often  frozen.  Should  they  be 
developed,  generally  it  would  be  carried  out  in  the  country  where  the  mother, 
company  is  located.  There  are  still  other  barriers  which  will,  on  the  contrary, 
encourage  the  transfer  of  technology  from  developing  to  developed  countries. 

Comprehensive  research  in  this  field  needs  to  be  conducted  by  ASEAN. 
Hereafter  ASEAN  and  the  EEC  may  further  their  steps  instead  of  simply  com- 
pleting the  Investment  Promotion  and  Protection  Agreement.  It  would  most 
likely  be  of  mutual  benefit  in  the  transfer  of  technology  from  the  EEC  to 
ASEAN  if  both  sides  can  make  arrangements  on  a  "Code  Against  Restrictive 
Business  Practices."  UNCTAD  has  indeed  discussed  the  matter,  and  the 
Group  of  77  has  forwarded  their  proposals  that  were  bluntly  rejected  by 
Group  B  (Western  industrial  countries).  But  in  a  smaller  group  such  as 
ASEAN  and  the  EEC  such  discussions  may  be  of  benefit  to  both  sides.  In  a 
world  economy  where  transnational  investment  plays  an  increasingly  impor- 
tant role,  more  comprehensive  rules  of  the  game  than  those  of  GATT  and  the 

"As  to  these  barriers  see  a.o.  O.K.  Helleiner,  "International  Technology  Issues:  Southern 
Needs  and  Northern  Responses,"  The  New  Inlernational  Economic  Order:  The  North  South 
Debate,  ed.  Jagdish  N.  Bhagwati  (Cambrige:  MIT  Press,  1977),  pp.  295-316. 

^"See  Constantine  Vaitsos,  Inter-Couniry  Income  Distribution  and  Transnational  Enterprises, 
Oxford,  1974. 
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present  IMF  statutes  are  needed.  It  will  be  very  ironical  if  the  EEC  as  a  propo- 
nent of  market  economy  closes  its  eyes  in  regard  to  its  companies'  practices, 
which  has  seriously  obstructed  the  transfer  of  technology  to  developing  coun- 
tries including  ASEAN. 


CONTINUITY  CALLED  FOR  ACTION 

Aside  from  what  has  been  mentioned  earlier  there  is  still  another  topic 
which  was  discussed  in  the  ASEAN-EEC  dialogue  such  as  the  EEC's  de- 
velopment assistance  to  developing  countries  including  ASEAN.  From  1976  to 
1980  EEC's  development  assistance  accounted  for  57.5  million  ECU  to 
ASEAN  countries  with  the  emphasis  on  the  agricultural  sector. Accordingly, 
ASEAN  received  the  largest  share  of  EEC's  development  assistance  to  be  pro- 
vided for  non-associated  countries.  But  no  matter  how  important  such  an 
assistance  might  be,  it  would  not  become  the  most  important  part  of  EEC's  ex- 
ternal relationship.  The  EEC  members  seem  most  likely  to  maintain  autonomy 
in  their  development  assistance  poHcy,  whereas  the  portion  that  was  chan- 
nelled through  the  EEC  constitutes  a  small  fragment  only.  Conversely  the  EEC 
protectionism,  promotion  of  EEC's  direct  investment  in  ASEAN  and  transfer 
of  technology  will  remain  the  principal  topics  in  the  ASEAN-EEC  dialogue 
in  the  year  to  come.  These  are  none  other  than  topics  of  global  relevance, 
which  have  been  discussed  also  at  a  global  level  for  a  long  time.  If  it  is  realized 
that  the  principle  of  the  ASEAN-EEC  Cooperation  Agreement  is  the  most 
favoured  nation  clause  in  accordance  with  GATT,  it  will  be  obvious  that  little, 
if  any,  could  be  done  by  the  EEC  and  ASEAN  aside  from  what  they  could  do 
in  the  framework  of  multilateral  negotiations.  Between  the  ASEAN-EEC 
Cooperation  Agreement  on  the  one  hand,  and  the  Lome  Convention,  the 
EEC-EFTA  Free  Trade  Agreement,  Cooperation  Agreement  with  the 
Maghreb  and  Masrekh  Group  on  the  other,  there  is  no  synchronization  yet. 

The  concrete  action  that  can  be  launched  by  the  EEC  to  complement  the 
Cooperation  Agreement  and  to  activate  the  AStAN-EEC  dialogue,  without 
transgressing  the  principle  of  the  most  favoured  nation  clause,  is  the  loosening 
of  its  protectionism.  The  initial  stage  of  this  action  may  be  in  the  form  of  ar- 
resting the  protection  at  the  present  level,  particularly  in  the  trade  of  com- 
modities that  are  relevant  to  ASEAN's  export.  This  step  will  be  of  little 
significance  if  it  is  not  followed  by  a  second  measure,  namely  improvement  of 
access  to  the  EEC  for  ASEAN's  export  commodities.  This  may  be  accom- 
plished by  loosening  the  restrictions  imposed  on  ASEAN  by  the  EEC  in  using 
the  General  Preferential  System,  although  ASEAN  has  already  accounted  for 
the  greatest  portion  of  the  EEC's  preferential  imports.  The  EEC  needs  to  show 


See  Europe  Infurniulion,  p.  11 . 
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further  their  willingness  to  discuss  the  most  controversial  trade  regimes,  name- 
ly those  of  the  Textile  and  Garment  Trade  and  the  Common  Agricultural 
PoHcy.  A  loosening  of  restrictions  applied  in  these  regimes  will  apparently 
stimulate  the  exports  of  developing  countries,  including  ASEAN,  to  the  EEC. 
This  increase  of  exports  will  in  turn  enable  the  developing  countries  to  increase 
their  imports  from  the  EEC  so  that  its  impact  on  the  balance  of  payments, 
economic  growth  and  employment  opportunity  will  not  necessarily  be  nega- 
tive. Some  researches  have  even  revealed  that  the  employment  effect  of  the 
EEC's  import  increase  from  developing  countries  eventually  has  been  posi- 
tive.^^ 

It  would  seem  very  difficult  to  convince  the  EEC  to  take  the  aforemen- 
tioned steps  in  a  situation  such  as  that  of  these  last  difficult  years  faced  by  the 
EEC.  In  the  GATT  conference  of  ministers  in  Geneva  last  November  (1982)  it 
was  the  EEC  itself  that  rejected  the  constriction  of  paragraph  XIX  of  GATT, 
which  gave  the  autonomy  to  GATT  signatories  to  limit  impoi ts  when  facing 
domestic  economic  difficulties.  Nevertheless,  it  would  not  seem  to  be  an  exag- 
geration if  ASEAN  demanded  the  arrest  of  EEC's  protection  as  the  initial 
stage  of  improvement  of  access  to  EEC's  market. 

Other  steps  should  also  be  considered  such  as  EEC's  flexibility  in  re- 
sponding to  proposals  on  stabilization  of  export  earnings  of  developing  coun- 
tries and  that  on  the  arrangement  of  a  common  code  to  prevent  business 
restrictive  practices  of  transnational  companies,  which  have  the  tendency 
toward  unfair  competition.  By  the  same  token  it  can  also  show  its  political  will 
to  cooperate  with  ASEAN  by  really  supporting  the  ASEAN  internal  coopera- 
tion scheme,  for  example,  through  capital  assistance  for  the  industrial  com- 
plementation program,  although  the  program,  perhaps  because  it  generally  in- 
volves Japanese  and  American  companies,  would  not  be  in  line  with  the  EEC's 
"taste."  It  will  be  of  no  use,  although  the  EEC  often  considers  ASEAN  as  a 
"stability  factor"  in  Southeast  Asia  and  from  time  to  time  its  officials  attend 
ASEAN  meetings,  if  there  is  still  not  real  support. 

On  the  other  hand,  it  will  also  not  suffice  for  the  ASEAN  countries  to 
launch  repeatedly  their  criticism  at  EEC  protectionism.  This  kind  of  criticism 
will  not  have  any  effect  as  long  as  ASEAN  does  not  fully  utilize  the  existing 
opportunities  and  as  long  as  the  ASEAN  countries  do  not  succeed  in  formu- 
lating their  common  position  in  their  dialogue  with  the  EEC.  This  is  not  easy 
because  of  the  different  interests  among  the  ASEAN  member  countries. 
Nevertheless,  such  a  unity  is  very  important  if  ASEAN  wants  to  be  considered 
as  a  partner  of  the  EEC,  even  if  in  point  of  fact  it  is  far-a-way  from  ASEAN 
geographically,  economically  and  politically. 


See  Rolf  J.  Langhammer,  op.  cii. 
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bodia's  foreign  policy  ~  proven  by  the  fact  that 
his  best  writing  in  the  book  is  on  the  problems 
of  Cambodia  and  its  affects  on  regional 
order  ~  Dr.  Liefer  has  also  been  a  long-time 
observer  of  Southeast  Asia's  changing  rela- 
tions. His  previous  absence  of  any  studies  on 
Indonesia  has  been  supplemented  by  his  vast 
knowledge  of  the  international  relations  of 
Southeast  Asian  countries,  thereby  giving  an 
additional  advantage  through  which  he  could 
observe  Indonesia's  foreign  policy  from 
regional  perspective.  Moreover,  in  times  when 
foreign  policy  is  looked  at  in  fragmented  pic- 
tures of  "issues"  and  "topics,"  Dr.  Leifer  has 
been  able  to  approach  Indonesia's  foreign 
policy  in  comprehensive  and  comparative 
historical  perspectives. 


The  course  of  Indonesia's  foreign  policy 
since  the  New  Order  has  become  a  subject  of 
controversy,  not  the  least  because  of  its  drastic 
departure  from  previous  policy  during  the 
period  of  Guided  Democracy.  There  have  been 
public  debates  on  the  impact  of  foreign  aid  on 
Indonesia's  traditional  policy  of  "independent 
and  active"  in  world  affairs,  implying  that  by 
getting  aid  from,  mostly,  the  Western  coun- 
tries ~  or  for  that  matter,  from  financial  in- 
stitutions that  are  controlled  by  Western  na- 
tions, such  as  the  IMF  and  the  World  Bank  ~ 
Indonesia  has  surrendered  its  "national  Soul" 
to  other  countries. 

A  British  scholar  from  the  London 
School  of  Economics  and  Political  Science, 
Dr.  Michael  Leifer  attempts  to  address  the 
problems  of  Indonesia's  foreign  policy  in  his 
new  book,  Indonesia's  Foreign  Policy.  Al- 
though he  is  better  known  as  specialist  on  Cam- 


"DIPLOMASI"  AND  "PERJUANGAN" 

In  tracing  back  the  origins  of  the  foreign 
policy  of  Indonesia,  Dr.  Leifer  explains  the 
earlier  dilemma  of  choosing  between  the  path 
of  "negotiations"  (diplomasi)  and  "struggle" 
(perjuangan).  Sjahrir  led  the  proponents  of 
"diplomasi,"  mostly  with  the  reasoning  that  it 
was  much  easier  to  "defeat"  the  Dutch  in  table 
conferences  than  in  the  battle  fronts,  especially 
if  Indonesia  could  gain  the  support  of  the 
United  States.  On  the  other  side  was  the  pro- 
ponents of  "perjuangan,"  led  by  Tan  Malaka, 
who  advocated  a  much  more  militant  policy 
towards  the  Dutch,  backed  by  armed  struggle 
in  order  to  attain  "full  independence." 

In  retrospect,  both  strategies  had  their  own 
merits.  Sjahrir's  diplomacy  had  enable  the 
newly-established  Republic  of  Indonesia  to  be 
recognized  by  the  Western  world,  including  the 
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Dutch  government,  with  whom  Sjahrir  had 
conducted  a  series  of  negotiations  as  Prime 
Minister.  Moreover,  Sjahrir's  leadership  had 
also  enabled  the  Indonesian  government  to 
distance  itself  from  the  legacy  of  collaboration 
with  the  Japanese  occupation  which  was  par- 
ticularly important  in  the  "anti-fascist"  at- 
mosphere of  post-war  Europe.  In  this  context, 
Sjahrir  had  also  provided  the  new  Republic 
with  the  necessary  linkage  with  the  social 
democratic  governments  of  post-war  Europe 
which  had  come  to  power  in  countries  such  as 
Great  Britain  and  the  Netherlands. 

However,  Sjahrir  was  to  be  dissappointed 
by  his  assessment  of  the  role  of  the  United 
States  in  helping  the  Indonesian  government, 
at  least  prior  to  the  famous  "Madiun  Affair" 
in  September,  1948.  In  the  atmosphere  of  the 
advent  of  the  Cold  War  in  Europe,  the  United 
States  was  more  interested  in  building  a  strong 
Dutch  ally  in  Europe  than  in  helping  the  newly 
independent  country  in  Southeast  Asia. 

It  is  against  this  background  that  the  role 
of  the  "perjuangan"  strategy  could  be  given 
the  credit  it  deserves.  While  he  is  quite 
thorough  in  his  explanation  of  the  "diplomasi" 
strategy,  Dr.  Leifer  is  less'  than  erithusiastic 
when  he  describes  the  "perjuangan"  strategy. 
The  "perjuangan"  strategy  had  been  able 
to  maintain  the  "spirit  of  survival"  and  the 
sense  of  duty  of  most  of  Indonesian  youths 
(pemuda),  who  continued  their  armed  struggle 
despite  various  setbacks  in  the  field  of 
"diplomasi."  It  was  also  this  spirit  (semangat) 
that  had  sustained  the  Indonesian  revolution 
against  the  attempted  coup  of  the  People's 
Democratic  Front  (Front  Demokrasi  Rakyat) 
in  September  1948  ~  better  known  as  the  Ma- 
diun Affair  ~  and  the  Dutch  military  action  in 
the  following  December.' 

The  pressure  from  the  United  States  on  the 
Dutch  to  negotiate  with  Indonesia,  therefore, 
was  forthcoming  only  after  the  ability  of  In- 
donesian government  and  its  armed  youths, 
mostly  in  the  Armed  Forces,  to  survive  both 
the  "Madiun  Affair"  and  the  second  Dutch 
"military  action."  It  is  only  fair,  therefore,  to 
put  similar  emphasis  on  the  "perjuangan" 


strategy,  if  only  for  the  year  1948,  as  well  as  on  ■ 
the  "diplomasi"  strategy,  especially  during  the 
formative  years  of  Indonesian  governments  in 
the  1946.2 

An  important  aspect  that  should  be  pursued 
in  this  context  is  the  leadership  of  the  "per- 
juangan" strategy  during  the  year  of  1948. 
After  the  murder  of  Tan  Malaka,  the  mantle  of 
resistance  and  "perjuangan"  strategy  was 
taken  over  by  the  late  General  Sudirman,  the 
then  Panglima  Besar  (Commander)  of  the  In- 
donesian Armed  Forces. 

Sudirman  left  behind  him  a  legacy  of  "na- 
tional struggle"  and  the  belief  of  "self- 
reliance"  in  defending  one's  country.  In  terms 
of  foreign  policy  perception,  his  legacy  was 
shared  by  his  fellow  guerrillas,  who  were  to 
become  the  formulators  of  Indonesia's  foreign 
policy  in  the  period  of  the  New  Order  govern- 
ment. As  has  been  studied  by  Franklin  Weins- 
tein,  Indonesia's  elite  of  the  New  Order  looks 
at  the  outside  world  as  basically  "hostile"  to 
Indonesia.-'  Foreign  policy,  for  them,  has 
always  been  another  field  of  "perjuangan"  in 
order  to  maintain  Indonesia's  independence, 
not  unlike  the  situation  during  the  re- 
volutionary years.  In  this  context. 
Dr.  Leifer's  book  undermines  the  spirit  of 
"perjuangan"  that  has  precisely  become  the 
continuing  ideology  of  Indonesia's  foreign 
policy.  One  might  argue  that  the  "perjuangan" 
side  of  revolutionary  tradition  has  sustained 
the  "independent"  aspect  of  Indonesia's  for- 
eign policy,  while, the  "diplomasi"  side  has 
maintained  its  "active"  side,  thereby  com- 
plementing one  another  in  a  meaningful  way. 


THE  REGIONAL  POWE^ 

Another  legacy  of  "perjuangan"  strategy 
has  been  a  strong  premium  on  anti-colonialism 
in  Indonesia's  foreign  policy,  best  exemplified 
by  Soekarno's  aspirations  of  worid  leadership. 
Leifer  shows  cases  in  which  the  problems  of 
maintaining  "independent  and  active"  foreign 
policy  were  questioned  by  various  domestic 
forces  during  the  1950s.  It  might  be  said  that 
the  formulation  of  Soekarno's  foreign  policy 
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had  precisely  followed  the  "perjuangan" 
strategy  at  its  extreme:  to  launch  an  interna- 
tional crusade  against  forces  of  "colonialism 
and  imperialism."  Such  a  policy  could  only  be 
pursued  after  the  defeat  of  the  forces  that  ad- 
vocated "diplomasi"  in  Indonesian  politics.  In 
a  sense,  the  foreign  policy  of  Guided  Democ- 
racy was  lacking  a  complete  picture  of  global 
situation  which  had  been  anticipated  by  Sjahrir 
as  early  as  1946. 

Particularly  important  was  the  relationship 
with  the  United  States.  During  the  course  of  In- 
donesia's foreign  policy,  the  United  States 
government  proved  to  be  decisive  in  helping  to 
solve  delicate  problems,  true  to  Sjahrir's 
warning.  Its  role  had  been  decisive  in  the 
Round  Table  Conference  with  the  Dutch  in 
1949-1950;  in  ending  the  West  Irian  dispute  in 
1962-1963,  and  in  settling  the  confrontation 
with  Malaysia  in  1966.  Dr.  Leifer  also  explains 
the  role  of  outside  powers,  particularly  the 
United  States,  in  solving  the  West  Irian  dispute 
and  the  confrontation  with  Malaysia.  But  he 
seems  to  put  the  burden  too  much  on  the 
ideological  aspirations  of  Soekarno's  leader- 
ship while  completely  neglecting  the  role  that 
has  been  played  by  various  Administrations  of 
the  United  States."* 

Indonesia's  confrontation  against  Malaysia 
was  a  case  in  point.  For  Soekarno  and  other 
leaders  of  Guided  Democracy,  konfrontasi  was 
an  example  par  excellence  of  continued  strug- 
gle against  imperialism,  best  exemplified  by  the 
British  plan  to  establish  Malaysia  without  prior 
consultation  with  Indonesia.  Adding  insult  to 
injury  was  the  Five  Power  Defence  Arrange- 
ment at  a  time  when  Indonesia  was  trying  to 
establish  its  own  regional  order  in  the  organiza- 
tion of  "Maphilindo/'  It  is  in  this  context  that 
konfrontasi  could  be  seen  as  another  path  of 
"perjuangan"  in  which  the  national  elite  of 
Guided  Democracy  was  united  for  it  by 
Soekarno,  despite  domestic  interpretations  of 
the  extent  of  "Confrontation"  itself.'  The  role 
of  the  United  States  was  of  particular  impor- 
tance because  of  its  effect  on  alienating  the 
moderate  groups  in  Indonesia's  foreign  policy 
by  its  close  association  with  the  British  side, 
due  mostly  to  its  deeper  involvement  in  the 
Vietnam  War. 


In  this  respect,  Dr.  Leifer  seems  to  have  put 
more  emphasis  on  the  domestic  origins  of 
"Konfrontasi"  from  the  Indonesian  side  than 
on  the  international  constraints  that  had  been 
imposed  on  Indonesia  by  the  policies  of 
Western  nations,  such  as  the  British  and  the 
United  States.  The  failure  to  address  propor- 
tionally the  structural  limitation  of  the  "world 
order"  that  had  been  faced  by  Indonesian 
leaders  at  particular  periods  could  strengthen 
Dr.  Leifer's  arguments  on  domestic  require- 
ments in  his  explanation  of  the  process  of 
decision-making  in  Indonesia's  foreign  policy. 

A  good  example  of  the  effect  of  the 
changing  policy  of  Western  countries  has  been 
their  support  for  the  New  Order  government. 
If  one  takes  a  dialectical  view  of  the  foreign 
policy  of  Indonesia,  the  period  of  the  New 
Order  can  be  seen  as  a  return  to  emphasis  on 
"diplomasi"  after  that  on  "perjuangan" 
during  Guided  Democracy.  With  regard  to  the 
problem  of  change  and  continuity,  the  ar- 
guments can  be  put  both  ways.  In  a  way,  there 
has  been  a  change  of  policy,  putting  Indonesia 
closer  to  the  Western  world,  not  unlike  what 
Sjahrir  was  doing  all  along  between  1946  and 
1950.  This  historical  analogy  alone  makes  the 
policy  of  the  New  Order  a  continuation  of 
previous  policy  and,  thereby,  it  gives  a  revolu- 
tionary tradition  to  the  "pragmatic"  road  that 
has  been  taken  since  1966.  As  Weinstein  has 
explained  in  his  study,  economic  dependence 
has  never  been  an  easy  matter  for  the  elite  of 
the  New  Order.  In  the  most  difficult  situation, 
Indonesian  leaders  are  still  pursuing  the  princi- 
ple of  "independent  and  active"  foreign  policy 
and  most  of  them  look  at  foreign  aid  and  for- 
eign investments  as  "a  necessary  evil"  that  has 
to  be  taken,  if  only  because  no  other  alternative 
is  visible.  This  view  in  itself  reflects  the  con- 
tinuity of  "perjuangan"  spirit  and  Dr.  Leifer's 
chapter  on  the  regional  order  in  Southeast  Asia 
shows  that  this  spirit  is  well  alive. 

In  conclusion.  Dr.  Leifer's  book  has  given 
an  important  contribution  to  understanding  In- 
donesia's foreign  policy  and  its  relations  to 
domestic  forces  that  have  been  at  work  in  In- 
donesian politics.  Although  he  docs  not  par- 
ticularly elaborate  on  the  perception  of  foreign 
policy  of  the  most  important  group  in  Indo- 
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nesia's  New  Order  government,  that  is,  the 
Armed  Forces  —  and  its  preference  for  "di- 
plomas!" strategy,  partly  out  of  conviction  to 
give  meaning  to  "perjuangan"  through  de- 
velopmental efforts  and  out  of  necessity  for 
technological  advancement  —  Dr.  Leifer  has 
presented  us  with  a  concise  overview  of  the 
history  of  Indonesia's  foreign  policy.  Since 
studies  on  Indonesia's  foreign  policy  have 
always  been  an  "underdeveloped"  area  in 
studies  on  Indonesia,  Dr.  Leifer's  book  is  quite 
a  rare  contribution  that  should  be  welcomed 
accordingly. 


Indonesian  History 
According  to  Sartono 

Thoughts  and  Development  of  the  In- 
donesian Historiography  (In  Indone- 
sian: Pemikiran  dan  Perkembangan 
Historiografi  Indonesia)  by  Sartono 
Kartodirdjo,  Jakarta,  Gramedia, 
1982,  271  pp.  This  review  article  by 
Iman  Hilman  is  translated  from 
Kompas,  13  February  1983. 


Notes: 

1.  For  the  classic  account  of  that  period,  see 
George  McT.  Kahin,  Nationalism  and  Re- 
volution in  Indonesia  (Ithaca,  N.Y.:  Cornell 
University  Press,  1952),  particularly  Chap- 
ter IX,  pp.  256-303. 

2.  The  dichotomy  between  "diplomasi"  and 
"perjuangan"  is  described  by  Benedict 
Anderson  in  his  book,  Java  in  a  Time  of 
Revolution:  Occupation  and  Resistance, 
1944-1946  (Ithaca,  N.Y.:  Cornell  University 
Press,  1972),  particularly  Chapters  11-16. 

3.  The  best  account  of  Indonesia's  foreign 
policy  since  the  New  Order  is  still  Franklin 
Weinstein's,  Indonesian  Foreign  Policy  and 
the  Dilemma  of  Dependence:  From  Soekar- 
no  to  Soeharto  (Ithaca,  N.Y.:  Cornell  Uni- 
versity Press,  1976),  especially  pp.  42-110 
on  the  Nature  of  World  Politics. 

4.  On  the  effect  of  various  Administrations  of 
the  United  States,  see  Frederick  Bunnell, 
"The  Kennedy  Initiatives  in  Indonesia, 
1962-1965,"  Ph.D.  dissertation,  Cornell 
University,  1969. 

5.  For  "Confrontation,"  see  J.A.C.  Mackie, 
Konfrontasi:  The  Indonesia-Malaysia  Dis- 
pute, 1963-1966  (Kuala  Lumpur:  Oxford 
University  Press,  1974),  especially  Chapter 
6. 


The  book  comprises  Dr.  Sartono  Karto- 
dirdjo's  writings  published  in  "Lembaran  Se- 
jarah"  (historical  issues)  by  the  Historical 
Research  Department,  Faculty  of  Letters  and 
Culture,  Gajah  Mada  University  in  the  1970s. 
It  expounds  comprehensively  a  multidimen- 
sional approach  toward  past  realities  and  an  in- 
terdisciplinary method,  by  which  it  is  possible 
to  present  historical  facts  in  a  more  varied  way 
with  diverse  nuances. 

The  multidimensional  approach  and  inter- 
disciplinary method  of  Prof.  Sartono  consti- 
tute essentially  both  an  alternative  and  a  re- 
flection of  his  dissatisfaction  with  the  colonial 
and  conventional  historiography,  which  is  in- 
compatible with  the  framework  of  the  Indo- 
nesian National  History.  The  multidimensional 
approach  is  founded  on  the  basic  assumption 
that  reality  cannot  be  completely  grasped 
through  a  kind  of  writing  and  one  dimensional 
approach.  In  other  words,  reality  is  very  com- 
plex. Hence  to  have  a  more  complete  descrip- 
tion of  the  reality,  approaches  from  various 
angles  are  needed.  This  is  also  the  case  with 
historical  reality.  In  order  to  approach  realities 
of  the  past  in  the  most  complete  possible  way, 
it  should  stand  to  reason  that  the  realities  be 
approached  from  various  dimensions. 

Generally  conventional  historians  approach 
past  realities  from  a  political  viewpoint.  As  a 
consequence  they  will  produce  history  of  poli- 
tics, without  nuances  from  other  fields.  If  they 
use  the  political  approach  only,  they  will  face 
difficulties  in  rewriting  the  colonial  period  in 
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the  context  of  national  history.  Therefore,  an 
approach  from  various  dimensions  is  needed 
aside  from  that  of  politics.  History  will  have 
more  nuances  if  it  is  highlighted  from  socio- 
cultural  and  economic  dimensions.  This  step  is 
referred  to  as  the  multidimensional  approach. 

The  multidimensional  approach  in  turn 
needs  the  method  from  the  diverse  sciences 
used  in  the  approach.  In  applying  the  multi- 
dimensional approach,  history  should  be  sus- 
tained by  other  sciences.  For  example,  so- 
ciology is  needed  in  applying  the  sociological 
approach.  If  the  cultural  approach  is  used,  an- 
thropology is  needed.  Thus  the  use  of  various 
sciences  as  sub-disciplines  is  referred  to  as  the 
interdisciplinary  method. 

In  writing  history  under  the  light  of  a  mul- 
tidimensional approach,  history  constitutes  the 
principal  discipline.  But  it  does  not  put  aside 
the  use  of  concepts  and  methods  of  the  sub- 
disciplines  in  order  to  give  history  a  much 
wider  and  deeper  scope.  Accordingly,  the  in- 
terdisciplinary method  becomes  a  tool  to  reveal 
the  complex  realities  of  the  past  and  present  it 
as  a  richer  and  more  in  depth  history  unlike  the 
conventional  one. 

The  strength  of  this  book  is  especially  cen- 
tred on  the  scientific  responsibility  of  Prof.  Sar- 
tono  on  account  of  his  attempts  to  pioneer  a 
new  approach  and  method  in  writing  national 
history.  It  is  one  that  will  always  interest  socio- 
cultural  scientists  and  those  interested  in  na- 
tional history,  and  ~  of  course  —  the  historicaf 
community. 


The  Birth  of  a  Government 
Political  Party 

History  of  the  Functional  Group 
(Golkar):  The  Struggle  for  the  Up- 
holding of  the  1945  Proclamation 
State  (In  Indonesian:  Ungkapan  Seja- 


rah  Lahirnya  Golongan  Karya  -  Per- 
joangan  Menegakkan  Kemba/i  Ne- 
gara  Proklamasi  17-8-1945)  by  Imam 
Pratignyo,  Jakarta,  Yayasan  Bhakti 
T.P.,  1982,  111  pp.  This  review  ar- 
ticle by  Syamsuddin  Maris  is  trans- 
lated from  Kompas,  6  Maret  1983. 


Since  Indonesian  independence,  at  least 
two  thoughts  on  the  party  system  have  been 
developed.  The  first  was  developed  within  the 
forum  of  the  Committee  for  the  Preparation 
of  The  Indonesian  Independence  (PPKI), 
which  was  an  option  for  a  single  party  system. 
This  concept  was  forwarded  by  Soekarno.  The 
second  was  put  forward  by  Moh.  Hatta  and 
Syahrir,  who  opted  for  a  multi-party  system. 

Pursuant  to  the  proposal  of  BPKNIP 
(Working  Body  of  the  Indonesian  National 
Committee)  the  government  issued  a  decree 
with  the  suggestion  to  set  up  a  multi-party 
system.  This  was  followed  by  the  formation  of 
a  number  of  parties,  which  means  that  a  multi- 
party system  was  more  acceptable.  Shortly 
afterwards  the  presidential  administrative  sys- 
tem was  replaced  by  a  parliamentary  one.  For 
the  first  time  in  Indonesian  history  a  Cabinet 
was  responsible  to  parliament  (at  that  time: 
KNIP).  The  series  of  momentums  marked  the 
beginning  of  a  liberally  democratic  system  in 
Indonesia  up  to  the  eve  of  the  1950s. 

Ideological  conflicts  escalated  during  the 
decade.  The  political  life  prevalent  among  civil 
politicians  in  their  respective  parties  brought 
about  dissatisfaction  on  the  side  of  the  mili- 
tary, particularly  the  Army.  One  manifestation 
of  dissatisfaction  was  the  "October  17,  1952 
Affair,"  when  the  military  group  urged  the 
President  to  dissolve  the  parliament.  Soekarno, 
who  had  from  the  onset  disagreed  with  the 
multi-party  system,  eventually  disliked  the 
party  system. 

The  downfall  of  the  second  Ali  Sastroami- 
djojo  Cabinet  in  1957  marked  the  physical  end 
of  the  liberally  democratic  system  (Alfian 
1978).  This  was  prompted  by  the  enactment  of 


BOOK  REVIEWS 


103 


the  martial  law.  The  President  then  formed  the 
Djuanda  Working  Cabinet,  in  which  for  the 
first  time  the  Functional  Group  was  included. 
The  functional  groups  spread  out  their  wings 
when  the  National  Council,  of  which  more 
than  50  per  cent  of  its  members  were  from  the 
group,  was  formed  (Daniel  S.  Lev.  1966).  And 
what  had  been  achieved  so  far  was  part  of 
Soekarno's  concept  toward  guided  democracy. 
Hence  the  concept  of  a  single  leading  party  was 
the  embryo  of  the  functional  group. 

Alas,  this  book  with  its  long  title  does  not 
discuss  the  process  of  Soekarno's  concept  and 
the  role  of  the  Army  in  bringing  about  the  birth 
of  the  functional  groups.  Although  the  author 
himself  admitts  that  the  term  "Functional 
Group"  originated  from  Soekarno  (p.  61),  he 
never  attempts  to  trace  back  why  Soekarno 
came  up  with  the  term  and  why  the  role  played 
by  the  Army  was  so  great.  At  that  time  the 
Army  realized  that  it  was  the  right  momentum 
to  form  a  political  force  that  might  replace  the 
role  and  position  of  the  political  parties.  Be- 
sides, the  Army  used  Soekarno's  support  by 
means  of  the  martial  law  which  enabled  him  to 
limit  the  civil  politicians'  liberty.  The  Army 
also  used  the  occasion  as  an  opportunity  to 
counterbalance  the  Indonesian  Communist 
Party's  loyalty  to  the  President. 

The  book,  which  consists  of  5  chapters, 
also  never  touches  on  "the  17  October  1952  Af- 
fair." Although  the  event  was  not  directly  re- 
lated to  the  birth  of  Golkar,  it  cannot  be  denied 
that  this  was  the  inception  of  a  military  offen- 
sive. In  realizing  the  Army's  intention  to  form 
a  new  political  force,  functional  groups  had 
been  established  as  mass  organizations  to  con- 
tain the  circle  of  politicians  and  the  Communist 
Party. 

The  Army's  next  strategy  was  to  form  or- 
ganizations comprising  veterans  and  eight  co- 
operation bodies  of  civil  mass  organizations. 
The  author,  however,  for  whatever  reasons, 
only  mentions  one  cooperation  body  (BKS) 
namely  the  BKS-PM  (Cooperation  Body  of  the 
Military  Youth),  (pp.  34-35) 

On  the  other  hand,  the  reader  might  note  a 
long  list  of  functional  or  working  groups  that 


took  part  in  establishing  the  Sekber  Golkar 
(Functional  Groups  Joint  Secretariat)  totalling 
97  organizations.  The  list  was  completed  with 
an  appendix  of  169  functional  group  organiza- 
tions participating  in  the  first  National  Work 
Congress  of  the  Functional  Group  Joint  Secre- 
tariat in  Cipayung  in  1965.  It  would  be  more 
complete  if  the  author  was  willing  to  write, 
down  the  complete  names  of  organizations 
such  as  KAREV,  GETSI,  HGMSB,  SERBUPI 
and  the  like,  which  would  be  very  useful  for  the 
inexperienced  readers  to  know. 

What  seems  interesting  to  note  in  this  111- 
page  book  is  the  role  played  by  the  author  as  an 
"insider"  who  took  a  share  in  forming  the 
functional  groups.  But  it  is  just  this  part  that 
poses  a  dilemma.  As  a  co-founder  of  the  party, 
the  author  faces  difficulties  in  placing  himself 
in  his  writing.  The  more  so  since  the  book'  has 
something  to  do  with  history.  The  author  is  re- 
quired to  be  truthful  in  revealing  the  facts  he 
knows  about  and  experienced. 

The  style  of  this  work  which  tends  to  be 
chronological  has  depicted  the  author  more  as 
a  "soldier"  than  as  a  political  scientist,  so  that 
it  is  rather  difficult  to  classify  this  book  as 
history  (due  to  the  title)  or  as  a  historical  analy- 
sis. What  is  certain,  this  manuscript  was 
published  by  the  author  to  commemorate  the 
18th  anniversary  of  the  "Government  Political 
Party"  last  October  1982. 


When  the  Motherland  was  in 
"Early  Pregnancy" 


A  Communist  Revolutionary  Move- 
ment as  an  International  State  Actor: 
The   Case  of  the  PKI-Aidit,  by 

MacArthur  F.  Corsino,  Singapore, 
Institute  of  Southeast  Asian  Studies 
(ISEAS),  1982,  229  pp.  This  review 
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article  by  Juwono  Sudarsono  is  trans- 
lated from  Tempo,  25  April  1983. 


One  of  the  most  annoying  facts  in  modern 
social  sciences,  especially  in  the  U.S.,  is  the 
tendency  of  creating  thoughts  and  theories  that 
get  the  bearings  of  idealistic  models.  The  ex- 
cessive desire  to  be  considered  as  "scientific" 
as  natural  science  and  mathematics  has  led  the 
social  science  to  becoming  a  complicated 
science  ~  full  of  categorization  and  confusing 
terminologies  without  explaining  its  essence. 

MacArthur  Corsino's  dissertation,  which  is 
now  published  as  a  book  on  communist  revo- 
lutionary movements  and  a  case  study  of 
PKI-Aidit,  contains  the  aforementioned  an- 
noying items.  Many  diagrams,  drafts  and  illus- 
trations depict  various  revolutionary  move- 
ments in  developing  countries  ~  particularly  in 
Asia.  It  is  understandable,  because  a  disserta- 
tion has  to  include  inventorization  of  theories 
and  empirical  findings  in  vogue  at  the  initial 
stage  of  the  dissertation. 

Fortunately  revising  the  dissertation,  which 
was  written  in  Northern  Illinois  University, 
Corsino  consulted  some  experts  in  history  at 
the  Institute  of  Southeast  Asian  Studies  in 
Singapore.  It  is  precisely  the  historical  perspec- 
tive that  has  saved  the  book  from  insignificant 
intricacies. 

In  the  first  part  of  the  book,  especially 
Chapter  4,  Corsino  identifies  the  PKI  as  a  non- 
ruling  communist  revolutionary  movement 
during  the  Soekarno  era,  which  played  a  role  in 
creating  a  revolutionary  condition  towards 
victory  by  stages.  The  PKI  under  the  leadership 
of  Aidit  had  to  face  the  fact  that  the  Indone- 
sian tradition  was  strongly  against  Karl  Marx 
doctrine  on  Class  struggle,  Lenin's  instruction 
on  a  vanguard  party,  or  Mao  Zedong's 
"relevance"  theory  on  the  farmer  mass  basis. 

As  written  by  many  other  experts,  Corsino 
drew  the  conclusion  that  Aidit  had  tried  to 
combine  Mao  Zedong's  "new  democracy"  with 
Muso's  "people's  war."  According  to  Cor- 
sino, Aidit's  choice  was  formulated  in  an 


"integration"  of  Marxist-Leninist  universal 
truth  in  the  prevailing  concrete  situation  in  In- 
donesia (p.  78).  Aidit  was  convinced  that  the 
stages  were  to  be  gained  by  letting  the  ide- 
ological condition  ripen  towards  its  full  de- 
velopment, not  only  in  the  circles  of  the  leaders 
but  also  among  the  masses.  Furthermore,  in 
order  to  gain  recognition  as  a  communist 
movement  similar  to  that  of  other  countries 
from  the  international  world,  the  PKI  should 
manifest  its  important  role  at  the  stage  of 
bureaucratic  polity. 

The  PNI  used  the  ideological  alliance  with  a 
selected  group  of  the  national  bourgeoisie  as 
its  vehicle  towards  maturation  of  the  situation 
(its  choice  was  a.o.  President  Soekarno  and 
PNI  -  the  Indonesian  Nationalist  Party  —  both 
of  whom  appreciated  the  Marxist  analytical 
tool  as  a  practical  teaching).  By  Mid  1965,  ap- 
proaching the  stage  of  "advanced  pregnancy," 
the  nationalist  group  to  be  eliminated 
(H.B.  Jassin  and  Takdir  Alisjahbana  in  the 
field  of  Art  and  Literature;  Adam  Malik  and 
A.H.  Nasutior\  in  the  PoHtical  Field)  was  in- 
creasingly cornered  and  found  itself  on  the 
defensive.  On  May  1965,  the  PKI's  anniversary 
Aidit  even  proclaimed  before  the  assembled 
mass  at  the  Senayan  stadium  that:  "Nasakom 
is  the  weapon  given  by  Soekarno  to  the  PKI." 

However,  the  cultural  offensive  initiated  in 
1963  as  a  vehicle  towards  maturation  of  the 
situation  (by  launching  protest  actions  against 
American  films)  turned  out  to  be  very  costly. 
Control  on  the  organization  became  loose;  for 
example,  coordination  between  the  PKI  branch 
of  Jakarta  and  that  of  Surabaya  became  in- 
creasingly confusing.  In  addition,  there  were 
also  conflicts  between  those  influenced  by 
bourgeois  culture  and  those  imbued  with  mili- 
tant and  uncompromising  spirit. 

Meanwhile  the  PKI-Aidit  had  to  demon- 
strate its  revolutionary  spirit  in  the  interna- 
tional political  arena,  because  the  maturation 
process  of  the  domestic  situation  had  to  be 
linked  with  the  rhythm  of  the  global  pro- 
letarian movement  -  which  in  the  mid-1960s 
began  to  split  into  the  Soviet  and  Chinese 
camps. 
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That  was  why  Aidit  as  vice  chairman  of  the 
Provisional  People's  Consultative  Assembly 
and  chairman  of  the  communist  party  had  to 
prove  that  the  PKl  was  a  form  of  struggle  of 
a  state  within  a  stale.  Because  the  struggle  for 
the  establishment  of  a  proletarian  and  classless 
society  in  Indonesia  was  to  be  connected  to  the 
general  objective  of  the  international  com- 
munist movement,  i.e.  the  downfall  of  interna- 
tional capitalism  and  imperialism. 

The  Sino-Soviet  ideological  competition 
was  even  exploited  by  Aidit,  who  claimed  that 
in  Indonesia  there  was  a  "special  way"  of  con- 
cretely applying  Marxism-Leninism.  It  was  this 
special  way  that  was  employed  to  attack 
Chaerul  Saleh  and  Adam  Malik  who  at  that 
time  opted  Murbaism  (a  form  of  Nationalist 
Communism)  as  an  alternative  form  of  so- 
cialistic struggle. 

Corsino  elaborates  on  how  the  PKI-Aidit 
dealt  with  the  various  stages  of  struggle  to 
create  the  image  of  a  national  force  on  a  par 
with  the  power  of  the  state.  The  PKI's  foreign 
policy  which  was  to  be  distinguished  from  that 
of  the  Indonesian  government  is  depicted  in 
relation  to  four  main  issues:  anti-America 
stance,  the  issue  of  NEFO  vs.  OLDEFO,  sup- 


port for  Confrontation  Policy  against  Malay- 
sia, and  the  Jakarta-Beijing  Axis.  It  is  in- 
teresting to  recall  that  President  Soekarno  and 
the  PKI-Aidit  were  very  much  interested  in 
distinguishing  Indonesia's  "anti-imperialistic" 
foreign  policy  from  the  policy  of  the  non- 
aligned  movement,  which  was  then  under  the 
leadership  of  Nehru  and  Tito,  who  placed 
greater  emphasis  on  "peaceful  coexistence." 

Corsino's  analysis  of  other  aspects,  such  as 
the  conflict  between  PKI  and  the  Indonesian 
Army,  Nahdlatul  Ulama,  and  other  political 
forces  in  Indonesia  during  the  period  of  1959- 
1965,  will  revive  the  memories  of  those  who  ex- 
perienced the  period  before  the  storm.  Finally, 
all  the  discussion  in  this  book  serves  to  show 
that  in  pluralistic  Indonesian  society,  the  forces 
of  tradition  and  culture  has  to  be  taken  into 
account.  It  is  very  difficult  for  a  revolutionary 
ideology  to  manipulate  traditional  symbols.  On 
the  other  hand  traditional  symbolism  has  often 
proved  capable  of  frustrating  a  revolution 
(1926,  1948  and  1965).  Except  for  the  annoying 
diagrams,  formulas,  and  categorization  of  the 
social  sciences,  Corsino's  work  may  be  ap- 
propriate for  use  in  lectures  on  Indonesian 
foreign  policy. 
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joo  (Editors) 


This  bool<  is  a  collection  of  papers 
written  by  contributors  from  coun- 
tries throughout  the  Pacific  region  for 
three  years.  It  is  meant  as  a  back- 
ground for  discussion  at  PECC  1983 
(Pacific  Economic  Cooperation,  1983) 
held  in  November  1983,  Bali,  as  well 
as  for  reference  to  a  wider  audience 
who  are  interested  in  the  idea  of 
Pacific  economic  cooperation,  its 
evolution,  and  steps  taken  over  the 
last  few  years  towards  realizing  the 
idea. 

I.  Evolution   and    Evaluation:  6 
papers 

II.  Tasks  Ahead:  6  papers 

III.  Perspectives  from  the  Region: 
16  papers 
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Since  1974  the  CSIS  has  formed  a 
study  group  on  energy,  of  which  the 
f'lrst  stage  was  a  study  on  the  role  of 
energy  in  rural  development  in  In- 
donesia. In  this  framework  the  CSIS 
conducted  surveys  in  40  villages 
throughout  West  Java  from  January 
until  March  1980.  The  survey  reports 
were  edited  so  as  to  form  an  integrated 
analysis  and  published  in  a  book  form 
entitled  "Energi  dan  Pemerataan,"  in 
Indonesian.  Included  in  the  book  is  its 
summary  in  English. 
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